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A Banker's Diary 





THE news from the United States in the past month has been depressing. As 
our regular ‘“‘American Review’ on page 311 reports, the gross national 
product of the United States fell slightly in the third quarter 
Has of this year, for the first time since 1949—thanks wholly to a 
America’s slowing down in the rate of accumulation of stocks of raw 
Recession materials and to a reduction in Government expenditure. 
Started ? Moreover, in the month to mid-October, American commodity 
prices (as measured by Moody's index) fell by very nearly 5 
per cent., the biggest monthly drop for some time. The Federal Reserve 
Board’s seasonally adjusted index of industrial production in September is 
provisionally estimated at a full 3 per cent. below the springtime peak, and the 
rate of new orders for machinery has slackened ominously. It is true that 
Wall Street has recovered quite spectacularly from its previous jitters, and that 
the Dow Jones index of industrial stocks was up to 274.89 by October 22—com- 
pared with its low point of 255.49 in mid-September; but this recovery was 
partly due to increasing signs of the “ Fed's ” easier monetary policy and partly 
to increasing recognition of the argument (emphasized in THE BANKER last 
month) that American dividends should be less vulnerable to a minor business 
recession than is often supposed. The recovery of share prices should not be 
read as a sign of business confidence that there is no recession on the way; 
indeed some people would say such a recession has already started. 


What does this imply for the sterling area’s dollar balance? The dis- 
appointing fall in Britain’s external surplus, to only £26 millions (excluding 
American aid), in the first half of this year is not, of course, due in any way to 
the sight American downturn; the reasons for the deterioration in the surplus, 
and the implications to be drawn from it, are discussed in the leading article 
of this issue. In his speech at Margate, Mr. Butler also stated flatly that 
the gold figures for September did not disappoint him; in fact, he said that 
they were slightly better than he had expected and that he was looking forward 
toa further improvement in the coming months. On the face of it, this con- 
idence is a little surprising. The gold reserves rose by only $17 millions in 
September, thanks wholly to the receipt of $28 millions of American aid; after 
allowing for the payment of $15 millions of gold to the European Payments 
Union in mid-September, the “ residual’ surplus (which is partly comprised 
of gold sales from South Africa, but has the sterling area’s direct balance with 
North America as its main component) was as low as $4 millions. In the 
months immediately ahead seasonal influences may give a rather better super- 
ficial appearance to this direct dollar balance, for September probably took the 
brunt of Britain’s imports of dollar tobacco and grain. The sterling area’s 
accounts with E.P.U. should also benefit from seasonal influences from now 
o—although it should be noted that the surplus of £4.3 millions in September 
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(which led to the receipt of some $6 millions of gold from E.P.U. in mid- 
October) was wholly due to the receipt of a debt payment of £8.7 millions from 
France, and although it is widely assumed that Britain will have to announce 
further liberalization of imports from Europe (in fact, it may well already have 
done so by the time that this issue of THE BANKER comes into readers’ hands), 
Finally, the new arrangements whereby South Africa will no longer discriminate 
against essential dollar ; eoods—which may lead to a fall in its gold sales to 
London—do not come into operation until the beginning of next year. 

It is a fair conclusion from all this that, if an American recession had to 
come, then any minor downturn over the winter months will not be as 
awkwardly timed as was the similar downturn in the summer of 1949. In 
1949 the effects of the downturn on American imports coincided with an 
unfavourable season of the year for sterling area earnings; the results of the 
downturn were therefore present for all to see and this led to intensive specula- 
tion against sterling. The effects of a downturn this winter, on the other hand, 
should be partly obscured by favourable seasonal influences; and there is 
perhaps less danger that the wheels of speculation will be set turning. Moreover. 
American industry’s stocks of many raw materials are lower than in early 
1949, and there may therefore be less scope for a purely “‘ inventory recession ” 
But it certainly does not seem that the overseas dominions will be able to 
afford an upsurge in imports of dollar machinery, or that Britain will be able 
to allow one whit more inflation than it is suffering at the moment, if the 
ship is to sail safely through the anxious months ahead. 


THE Exchequer Accounts for the first half of the current financial year were 
interpreted favourably in the City, but the Chancellor has since given warning 
of the unwisdom of drawing too firm a conclusion from the 
Question Mark figures for six months only. The “above-line”’ deficit for 
over the this seasonally poor half-year was {£277 millions, or {16 
Revenue millions smaller than the very heavy deficit incurred in the 
first half of 1952-53; but this modest gain compared 
favourably with the estimated improvement of £21 millions for the full year. 
The improvement was attributable to a fall of £60 millions in expenditure; 
for the full year, the fall expected was {92 millions. Ordinary revenue, how- 
ever, has already shrunk by £44 millions—more than half the decline budgeted 
for the full year, although less than 40 per cent. of the year’s estimated revenue 
has so far been collected. The outturn on the “ below-line ’ account has been 
more evidently favourable. The Chancellor last April envisaged an increase of 
{25 millions in net “ below-line ’’ payments over the full year, yet in the first 
half-year there has been a decline of £71 millions (of which £20 millions reflects 
a reduction in borrowings through the Civil Contingencies Fund, evidently in 
consequence of a decline in Government trading stocks). The overall deficit on 
September 30 was therefore £503 millions, or £86 millions less than at the same 
date last year—a welcome contrast from the expected small deterioration (by 
£4 millions) for the full year. Moreover, a larger slice of the half-year’s deficit has 
this time been financed by current borrowings outside the banking system. Net 
receipts from tax reserve certificates have this year been £62 millions larger, 
while net outgoings on savings certificates and defence bonds have been {24 
millions less, than in the first six months of 1952-53. 
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Plainly, there is no danger that this year’s Budget will go as sadly awry as 
last year’s did ; that is the one solidly satisfactory aspect of these figures. 
But, on present evidence, it would be rash to assume, as some people seem to be 
doing, that the improvement now apparently shown upon Budget estimates is 
sure to be still in hand, or even bettered, by the year-end. A more detailed 
scrutiny suggests several grounds for caution, especially on the side of revenue. 
Ordinary revenue, although showing now a somewhat bigger fall than might 
have been deduced from the Budget estimates, has had the benefit of an addi- 
tional 417 millions from “ miscellaneous ” receipts. This may be a merely 
temporary gain, for the year’s estimate actually envisaged a decline of £22 
millions under this head ; and, even if the gain is retained, it is likely to reflect 
capital or other non-recurring wanaeiliaties Again, it is impossible to guess at 
this stage whether the performance of income and profits taxation, unsatis- 
factory to date, will be transformed in the crucial final quarter of the year. For 
the full year, thanks to the expectation of a gain of £100 millions from Mr. 
Gaitskell’s suspension of initial allowances, the yield of income tax was esti- 
mated at £46 millions more than in 1952-53, despite Mr. Butler’s substantial 
concessions ; but the yield so far is down by £24 millions. Similarly, thanks to 
the {100 millions expected this year from E.P.L., receipts from profits taxes as 
a whole were expected to drop by only £65 millions ; they have already fallen 
by £59 millions. In short, in the behaviour of direct taxation there is so far no 
sign that the economy is veering towards what Mr. Butler called the ‘‘ primrose 
path” of inflation ; but the one fiscal barometer that would react quickly to 
such a trend is swinging already—receipts from customs and excise have risen 
by {11 millions, w hereas the Budget envisaged a fall of £39 millions (chiefly in 
consequence of the concessions 1n purchase tax). 


DENATIONALIZATION is in full swing. The lists are now open for the 14 million 
ft ordinary shares of United Steel, which are being offered at 25s. each. 
Priority is being given to former shareholders, and pay- 

Unscrambling ment will be accepted either in cash or in a wide range of 


Steel and gilt-edged securities; the effect of the latter provision on 
Transport vilt-edged prices, during the one and a half weeks in which 


the lists will be open, will bear close watching—for this, of 
course, is only the first of half-a-dozen big steel issues to come. The initial 
announcement by the Realization Agency holds out one expectation of a 9 per 
cent. dividend. This offers a yield Of just under 7} per cent., which is well 
above the return on the average “ blue chip” (the Financial Times index of 
ordinary share yields stood at 5.6 per cent. on the day that the issue was 
announced). For the institutional investors, at any rate, this differentiation 
should be adequate to discount both the renationalization risk and the limita- 
tions on steel policy that will be imposed by the need to raise new finance and 
by the (possibly inconvenient) attentions of the Iron and Steel Board. The 
Realization Agency is confining its sales in this instance to its holdings of 
equity capital; preference shares and debentures are to be disposed of “in 
due course ’’. When they are so disposed of, the Agency’s receipts should 
comfortably exceed the original £21} millions paid out for the company (and 
lof its holdings in John Summers) on its nationalization in 1951. 
The other unscrambling operation, the disposal of the Transport Com- 
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mission's goods vehicles, naturally takes on a very different form. The initia] 
emphasis is to be on facilitating purchase by the small haulier. Some 10,000 
vehicles are to be sold in all parts of the country in about 1,500 lots in three 
equal monthly batches before the end of the year; at least 2,000 of these 
vehicles will be sold in small offerings of up to four vehicles, and these sales wil] 
not include operating premises. But the large haulage companies are to be given 
their chance to buy properties and vehicles as “ going concerns ”’ during the 
first six months of next year, and the Disposal Board hopes that the bulk of 
its 32,000 vehicles will be off its hands by next year. 


THERE seems to be good reason to hope that the Queen's speech at the opening 

of Parliament will show that the Government has plucked up its courage to 

do something to rectify the chaos of rent control. If so, there 

Forming will remain only two other major measures that can reasonably. 

a Farming but insistently, be pressed upon the Conservatives as priority 

Policy requirements in the march back to a sound legislative structure 

for economic policy at this time. The first requirement is a 

frontal attack on restrictive practices in industry, and particularly a speeding- 

up of—and action upon—the enquiry into trade boycotts and other price- 

fixing manoeuvres that is now being handled in an apparently leisurely fashion 

by the Monopolies Commission. The other is the formation of a coherent 

agricultural policy; for it is in farming more than anywhere else that Mr. 

Butler’s striking metaphor at the Mansion House last month—‘ the hatches 

had been battened down so long that the passengers had forgotten the aspect 
of the natural elements '’—most forcibly applies. 

Despite grumblings from Conservative delegates at Margate and growl 
from the National Farmers’ Union, the Government has made a good start on 
this with its “ deficiency payments’’ scheme for grain. The (somewhat 
simplified) essence of this is that after this year’s harvest British farmers wil 
no longer sell their grain to the Government for a guaranteed price; instead 
they will sell it on the free market in competition with imports and with other 
farmers, although the total value and volume of their sales will be recorded. 
If at the end of the season the average price that emerges from assessment of 
these records falls short of a “‘ standard price ”’ (broadly equivalent to the old 
guaranteed price) by, say, one shilling a bushel, then the Government will pay 
over to each farmer a deficiency payment of one shilling for each bushel he has 
sold. Under this scheme, therefore, farmers who have timed and graded ther 
sales appropriately to secure a price higher than the average will receive 4 
premium on their incomes that will be due to the fact that other farmers have 
sold at the wrong time and place and thus at a lower price than the average. 
A central feature of the debate on agricultural policy to-day is whether a similar 
scheme should be applied to livestock marketing, if (as most people assume 
meat can be freed and derationed next year. The National Farmers’ Union 
wants meat to be sold by a producer-dominated marketing board. Behind their 
uneasiness rests the fear that the British Government might follow the Eiser- 
hower Government in its original (though now apparently abandoned) doctrine 
that all support schemes for farmers should be regarded as “‘ insurances against 
disaster ’’, not as promises that farmers’ real incomes will be kept up até 
constant level in the face of every change in the economic weather. There 152 
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case for safeguards at livestock auctions (for example, by the provision at the 
auction centres of storage facilities for stock on the hoof—as at Chicago—and 
for action against the price rings at local auctions). But it is quite clear in 
which direction a Government that believes in freedom—and pays attention 
to the needs of consumers—should move: and that direction is not towards 
more marketing boards. 


THE credit trend in the four weeks before the Bank rate reduction continued the 
improvement that first became noticeable after the turn of the half-year. 
The figures for the make-up of September 16—the latest available 
Credit when this issue of THE BANKER went to press—showed a further 
Trend rise in net deposits ; but this increase, unlike that for August, fell 
Improving short of the corresponding movement last year. Over the third 
quarter of the year the net expansion amounts to {72 millions, 
compared with £109 millions in the third quarter of 1952, so that the improve- 
ment just makes good the sharp deterioration that occurred in the last six weeks 
of the first half-year (when net deposits rose by £158 millions). But over the 
first nine months of this year net deposits have still fallen on balance by only 
{59 millions, against £109 millions in the first nine months of 1952. 
The improvement in the third quarter has been wholly due to a slackening 
of Governmental demands on the banking system ; just as in the first half-year 


Sept. 16, Change on 

1953 Month Year 

£m. fm. fm. 
Deposits _ _ 6319.6 + 79.5 + 193.6 
‘“ Net ” Deposits* “a re 6095.1 +- 53.8 + 81.4 

O/ + 

Liquid Assets.. oa - me 2366.4 (37-4) - 68.9 + 39.1 
Cash na - pa és 515.0 (8.2) + 4.3 + 12,2 
Call Money i ea 475-5 (7.5) +- 19.5 —- 54.2 
Treasury Bills .. ia aa 1322.0 (20.9) + 46.6 - OI.I 
Other Bills “a aa ‘a 53-8 (0.9) —- 1.4 - 9.9 
Investments plus Advances .. in 3799.2 (60.1) — I7.0 -+- 130.1 
Investments is Pi i 2130.9 (33.8) —- 2.8 + 215.8 
Advances ws ‘a es 1662.3 (26. 3) — I4.I — 85.7 
*After deducting items in course of collection. + Ratio of assets to published deposits. 


the Government was on balance repaying indebtedness to the banking system 
much more rapidly, so, in these latest three months of seasonal needs, it has 
been re-borrowing less rapidly than it did in the similar period of 1952. The 
indicated borrowings in this latest period amount to just under £180 millions 
(compared with just under £240 millions). During the four weeks to mid- 
September, however, the Government’s needs, at about £70 millions, were 
somewhat larger than in the corresponding weeks last year ; but the difference 
was probably more than accounted for by the Government’s share in the {24 
millions call on the new Gas loan. Apart from this, the Exchequer’s domestic 
cash deficit, after allowing for receipts from tax certificates, currency reflux, etc., 
was much the same as in the similar period last year. 
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BANK advances were falling throughout the quarter, though not quite so fast 
as in the third quarter of 1952, when the private sector was still feeling the 
effects of the credit squeeze, while its costs of stock-financing were 
Puzzles being relieved by the delayed effects of the earlier slump in com- 
in modity prices. In both periods, of course, advances previously 
Advances made to the nationalized utility industries were being funded 
from the proceeds of stock issues ; if allowance is made for this, it 
appears that advances to other borrowers dropped by some #40 millions during 
the quarter, compared with a decline of £69 millions last year. The smaller 
rate of fall does, of course, imply that new demands from the private sector 
have been running above last year’s level ; but some of the banks have been 
expressing surprise that there should have been any net decline at all. 

It is true that there has been a stream of repayments by industrial com- 
panies out of the proceeds of new issues of permanent capital, a process of 
funding that was to be expected as soon as market conditions became pro- 
pitious ; but, on the other hand, the freeings of the commodity markets and 
the revival of merchanting and private importation had been expected to throw 
substantial demands upon the banking system. Presumably this pressure still 
lies ahead ; but the September figures do afford one indication that it may be 
beginning to assert itself. The fall in total advances in the four weeks to 
September 16 (by £10 millions) was £14 millions less than the month’s call on 
the Gas loan—which suggests that loans to the private sector may have risen 
by at least the amount of that difference. Bank portfolios of commercial bills, 
however, dropped by another #1} millions, to only £53.8 millions, the lowest 
figure since this item was first segregated in 1951. 


THE arrangements for multilateral arbitrage between the eight main foreign 
exchange centres of Western Europe have now been extended to cover forward 
transactions. Until last May, it will be recalled, arbitrage trans- 
Forward actions were closely circumscribed by the fact that they were 
Arbitrage strictly bilateral ; that is to say, a bank could buy or sell foreign 
Again exchange either in its home market or in the centre of the currency 
concerned, but could not deal in a “ third’ centre. Under the 
scheme introduced on May 18, full multilateral transactions became possible 
between the United Kingdom, Belgium, Denmark, France, Holland, Sweden, 
Switzerland, and Western Germany in the currencies of those countries. But 
these facilities applied only to spot dealings ; forward transactions had still to 
follow the limited bilateral route. The authorities made it known at the time 
that they intended in due course to extend the scheme to forward dealings, 
but they were not prepared to take the full plunge until it was clear from 
actual experience that multilateral arbitrage could work satisfactorily within 
the post-war framework of exchange control. That reassurance has been gained 
from the operation of spot arbitrage ; accordingly, from early last month, the 
authorities of the eight countries agreed to allow forward purchases or sales of 
the currencies concerned—provided that the deals are limited to periods up to 
three months—in or between any of the exchange markets in the whole area. 
Arbitrage in forward, as in spot, dealings is, of course, still restricted to autho- 
rized banks ; the individual trader may still settle his accounts only in his owt 
or his trading partner’s currency, and must still surrender his foreign currency 
proceeds to his Exchange Control. 
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Primrose Path ? 


“ OO far as | can tell’, reported Mr. Butler at last month’s annual banquet 
S« the bankers and merchants of the City of London, “ we are steering a 
fairly even course at present between the primrose path and the waste 
land’’. By “ primrose path” the Chancellor meant the sort of inflationary crisis 
that has become all too familiar to the British people since the war. By ‘“‘ waste 
land” he meant deflation—and, from the context of his speech, not merely 
imported deflation but a germ that he feared might affect the internal organs 
of the British economy itself. It is clear that the Chancellor’s definitions of 
these two undesirable areas are a little less austere than many outside observers 
would like ; some people would say that the impetuses imparted by the last 
Budget have already jogged the economy on to the primrose side of an even 
course. The fact that the balance of payments surplus was down to £26 
millions (exclusive of defence aid) in the first half of this year, compared with 
{93 millions in the previous half-year and £55 millions in the half-year before 
that, might be taken as evidence of this drift. 

The object of this article, however, is not to revive the arguments of last 
April about how far it is worth while to tolerate some damping down of indus- 
trial production, with the diminution of real incomes that involves, in order to 
ensure that the home market does not pre-empt resources that could and should 
go to swell the export trade. As was pointed out in these columns at the time, 
the Budget did assume that there would inevitably be some fall in Britain’s 
external surplus this year—because of the slackness in export markets (as well 
as the pressure upon Britain to ease her import cuts). And, since export 
demand would therefore not absorb the assumed slack in Britain’s own 
economy, the Government thought it safe to take up some of it by deliberately 
simulating home demand. More austere observers, to whom the _ so-called 
slack was merely welcome evidence of a little unfamiliar room for manoeuvre 
inan economy still fully employed, remained apprehensive that exports would 
suffer still more. Perhaps they have done; for the “reflated’’ home demand 
has been met more by re-engaging unemployed workers than by calling forth 
a bigger output (i.e. higher productivity) from those already employed. There 
were 105,000 less unemployed in September than in March, and only half as 
many people were working short-time (and rather more people working over- 
time) at the end of September than at the end of May. 

In his speech at the Mansion House, however, Mr. Butler implicitly accepted 
that all this was tolerable. Only if conditions should become more inflationary 
than they are now would the Government tighten the screw of budgetary or 
monetary policy; while only if conditions should grow more disinflationary 
and production start to flag) might budgetary or monetary policy again be 
loosened. The Government’s exceedingly important act in re-furbishing 
monetary policy to play its proper part in this seat of control is discussed in 
the subsequent article of this issue. All that needs to be said here is that those 
who declare that they are confidently awaiting another reduction in Bank rate 
in the next few months are, in effect, saying that they are looking forward 
with confidence to a new and autonomous twist towards internal deflation in 
that period. This is a claim to most enviable prescience, and one in which the 
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Governor of the Bank of England (in his speech at the Mansion House last 
month) wisely refused to share. 

The situation is complicated by the fact that imported deflation—once 
again it must be emphasized that “ deflation’ here means merely some 
downturn from present trading conditions—may demand different remedies 
from deflation of the home-bred variety. Imported deflation (in other words, 
an American recession) would strike Britain first in that vulnerable yet vital 
spot, its balance of payments. The Government is at present apparently 
willing to keep up production and employment at the risk of seeing the balance 
of payments position turn from not-so-good to worse, but Britain's foreign 
exchange reserves are not large enough to permit it to run the risk of seeing 
that position turn from worse to really bad. The basic question ° ‘Tf there 
is an American recession, do you put Bank rate up or down? ’’ 1s, therefore, one 
that the authorities are not yet in a position—and ought not yet to be ina 
position—to answer. If an American recession increases the seriousness of the 
balance of payments problem, then the policy of “ reflation where possible ” 
will have to be assessed again with an entirely new set of weights. 


THis YEAR'S OUTTURN 
Such, then, must be the starting point for any analysis of the prospects for 
British economic policy to-day. The next step must obviously be to assess the 
present internal balance of the economy—to discuss how the assumptions that 
underlay the last Budget have worked out in practice and what new assumptions 
might have to be made if a new Budget was in process of being drawn up nov. 
From the analysis that follows, three conclusions seem to emerge: 


First, that personal consumption has increased since April by much more 
than had been expected, and that this has rather more than offset an un- 
expected further improvement in the terms of trade. 

Secondly, that this increase in consumption has drawn more resources 
away from the export trade than the Chancellor had bargained for. 

But, thirdly—and perhaps paradoxically—it is just possible to argue 
that there may be some risk of a new twist towards internal deflation (on 
the Government’s definitions) early next year. 


The facts and figures with which to support these conclusions are necessarily 
tentative and inexact. It is impossible at this time of the year to draw up a 
national balance sheet of the sort that is attempted—with varying degrees 
of success—each spring. But some steps in this direction can be made. 
First, then, industrial production in the first eight months of the calendar 
year 1953 has been about 4} per cent. above that in the first eight months of 
the calendar year 1952 ; and in the first five months of the financial year 
1953-54 it has been about 6? per cent. above the first five months of 1952-53. 
If this rate were kept up, past experience suggests, it would add about £425 
millions to real gross national product in 1953 and about £675 millions to 
it in the financial year 1953 3-54. In fact, however, industrial production in the 
first three months of 1954 is hardly likely to keep up at 6 per cent. above the 
already reasonable rate in the first three months of 1953; the year-to-yeal 
comparisons at this present season look unduly favourable because twelve 
months ago the production index was at the nadir of its 1952 dip. For this 
reason the tentative guesses shown in the accompanying table are that—l 
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there is no downturn in the next six months—the increase in industrial pro- 
duction might perhaps add {£425 millions to real incomes in the calendar year 
1953 and £475 millions in the financial year 1953-54. Mr. Butler’s arithmetic 
last Budget-time suggested that he was expecting an increase of some £450 
millions this financial year; in this field, therefore, the economy is so far 
doing rather better than keep on target. 

The second great source of gain this year, of course, has been the further 
improvement in the terms of trade. Mr. Butler was very cautious in his refer- 
ences to the terms of trade last April, and the arithmetic that underlay his 
Budget did not seem to pin any hopes at all on to a further improvement. In 
fact, however, the average for the terms of trade in the first eight months of 
this calendar year was some 8 per cent. better than the average for 1952 : 
and for the first five months of the financial year, the improvement was between 


GUESSES AT THE ECONOMIC OUTTURN 


(4 millions at constant prices) 


Calendar Year Financial Year 
1953 1953-54 
Increase in Production ‘3 a ‘i “9 wi t 425 - 475 
Gain from Terms ot Trade ay a se = oe 1 225 + 250 
Total Increase in Resources “a ea ar ie a - 650 1 725 
Increase in Consumption.. 6a - 4 i - - 400 + 450 
Increase in Public Authorities Expenditure (mainly Detence) + 150 -+- 100 
Change in Stockpiling... - a Ka - os - 200 - 250 
Increase in Fixed Investment .. a ‘4 as xa Nil - 25 
Total Domestic Use of Resources 750 - 825 
Available for strengthening Balance of Payments .. oe — 100 — 100 
Note.—The very tentative way in which these estimates have been derived are discussed in 


the text. It should be emphasized that they are projections based on the assumption that there 
will be no ‘‘ autonomous ”’ increase in either inflationary or disinflationary pressure in the next 
six months. 


gand 10 per cent. It was estimated in this year’s Economic Survey that the 
improvement of 7 per cent. in the terms of trade in 1952 added some £330 
millions to Britain’s real income in that year ; on that basis, and if export 
and import prices stand still where they are now, the improvement in the 
calendar year 1953 should add about £375 millions and in the financial year 
1952-53 about £425 millions. 

Once again, however, there is a special reason why these estimates are 
probably too sanguine. It was never quite clear why the 7 per cent. improve- 
ment in the terms of trade in 1952 was adjudged to have added £330 millions 
to Britain’s real income in that year ; straightforward adjustment of the 
figures to recorded import and export values had suggested an improvement of 
only just over £200 millions. For this reason, the projected gains from the terms 
of trade written into the table are £225 millions for the calendar year 1953 and 
{275 millions for the financial year 1953-54. On the basis of these guesses, 
Britain might therefore enjoy a total increase of £650 millions in real income 
im 1953, and of £725 millions in 1953-54, from industrial production and the 
terms of trade combined. What, now, of demands upon these resources ? 

In the first six months of the calendar year 1953 real consumption was 
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running at an annual rate some £336 millions higher than in the first half of 1952, 
and in the first three months of the financial year 1953-54 1t was running at an 
annual rate some £444 millions higher. Since June, only value figures are 
available, and not for all consumption at that. But retail sales in the last 
three months have been high enough to suggest that—on present trends and 
assuming a fairly buoyant Christmas season—real consumption may be up 
by around £400 millions in the calendar year and by some £450 millions in the 
financial year. It is these very rough projections that are tabulated here. 
Mr. Butler did not make clear last April how much of an increase in consump- 
tion he expected ; he said only that without his tax reliefs (of which about 
{120 millions went to consumers) he expected the increase to be “small”, 
Perhaps an expectation of an increase of about £150 millions, after allowing for 
the tax reliefs, was the sort of figure he had in mind ; 1f so, it 1s quite clear that 
consumption is running much higher than he had anticipated. 

There is a major question mark hanging over consumption ; it concerns a 
possible drop in sales in the first three months of 1954, and it will be referred to 
later. But, leaving aside thiscomplication for the moment, the guesses set down 
so far suggest that Britain might have about £250 millions in 1953, and say 
{275 millions in the financial year 1953-54, left over to meet increases in 
Government expenditure, stock replenishment, an expansion of fixed invest- 
ment and any strengthening of the balance of payments. 

The last Economic Survey suggested that in this calendar year the expendi- 
ture of the central government might absorb an additional £125 millions of real 
resources, mainly on defence (though only £70 millions more in the financial 
year 1953-54), while the local authorities might take a further £25 millions. At 
the moment the Exchequer accounts seem to be roughly on target, and it is 
these figures that are shown in the accompanying table. The estimates for stock 
replenishment are even more frankly guesses. In 1952 stocks and work-in- 
progress ran down by £123 millions, and in the financial year 1952-53 possibly 
by rather more ; an increase—especially in work-in-progress—of around {100 
millions would seem to be in line with the increase in production that has already 
occurred. All that can be said for the estimates set down in the table is that 
they tally with this rough rule of thumb, with the very few stock figures that 
are available (retail stocks may have been about £35 millions higher this 
August than last), and with the apparent assumptions underlying the last 
Economic Survey. 

There is a little more information to hand for judging the course of fixed 
investment. Mr. Butler declared at Budget-time that he expected a small 
increase in fixed investment this year. In the middle of this year this expecta- 
tion did not seem likely to be fulfilled ; the value of factories under construc- 
tion at end-June was £7 millions lower than in the middle of 1952, and the 
engineering employers have recently reported a fall of 25 per cent. in orders for 
new machinery in the year to this May. The latest issue of the Treasurys 
‘“ Bulletin for Industry,’ however, pointed out that future factory-building 
projects approved by the licensing authorities were £26 millions higher in the 
first half of this year than in the first half of last, that the rate of fall of new 
orders for machinery was ‘“‘ much slower in the second quarter ”’ of 1953 than in 
the first, and that the Treasury still expected that total investment in manu- 
facturing industry this calendar year should be “at least maintained at its 
1952 levels’’. In view of this apparent trend towards recovery the estimates 
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written into the table—of approximate stability of fixed investment in the 
calendar year but of an increase of about £25 millions in the financial year— 
may seem reasonable. 

These hazardous estimates, as the table shows, accord with the suggestion 
that the balance of payments surplus in 1953 might be around £50 millions, 
compared with last year’s revised estimate of £148 millions. This, of course, 
is precisely the annual rate of surplus that was achieved in the first six months 
of 1953; and the trade figures to date suggest that the surplus in the second 
six months may be slightly, but not much, better. It should not be supposed 
from this that the estimates shown in the table are therefore necessarily right ; 
but it is some comfort that reasonable guesses at what may have occurred fit 
in with an outturn for which official estimates are already available. 


DOWNTURN NEXT YEAR ? 

So much, then, for guesses at the recent past. The future lies under the 
shadow of many question marks, including one that has attracted surprisingly 
little public discussion. It is a question that can be flung equally at the sophis- 
ticated and the unsophisticated, at the professional and the amateur—with 
equal confidence that none will really know the answer. The question is : What 
do you think will happen to retail sales once the Christmas rush is over? The 
background here is that real personal consumption seems to have increased in 
1953 by at least twice as much as in any year since 1947 ; that consumers’ 
shelves must therefore be well-stocked ; that the general expectation is surely, 
for the first time since the war, that prices are as likely to fall as to rise ; and 
that, rightly or wrongly, anticipations of purchase tax reliefs next April are 
very widespread. It is true that there are some large wage claims outstanding 
(although they will not be facilely granted) and that analysts in Britain have 
grown used to assuming that there is a very close correlation between increases 
in personal incomes and increases in personal consumption. But how many 
people would really advise a consumer who has some, but not too much, 
money that the first three months of next year will be a good time to buy new 
clothes, or a washing machine, or a car ? 

It may be argued that any downturn in consumption next year should be 
welcomed—because it would force manufacturers to turn away from easy home 
markets and search out difficult export ones, and because it would leave more 
resources to spare for the increase in fixed investment that the country so much 
needs. But, to judge from last month’s speeches at Margate and the Mansion 
House, the official view is that unless some new stimulus were injected fixed 
investment would not necessarily expand sufficiently to take up any slack that 
might appear in the economy; and that if a downturn in consumption led to 
an increase in unemployment and short-time working on the very moderate 
scale of 1952—as it would be likely to do now that any and every line of current 
output that is spared from the home market cannot immediately be sold abroad 
—then that would represent a drift towards the waste land. This view, and 
especially the latter facet of it, is a very debatable one indeed. But, given that 
it is held, it is easy to describe what sort of speech a Chancellor of the Exchequer 
should now make if he were looking out on the future with the spectacles that 
seem appropriate to the analysis attempted in this article. He should make 
exactly the cautious and watchful speech that Mr. Butler did, in fact, make 
last month. The keynote now must be vigilance, not alarm. 
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Evolving a Monetary Policy 


HE City did not, after all, have to wait long for a clearing up of its doubts 

about the meaning of the reduction of Bank rate in mid- -September. When 

the last issue of THE BANKER went to press, many people were still regard- 
ing that move as a deliberate “ all clear ‘’—or, alternativ ely, as a mere expe- 
dient to facilitate the Treasury's refinancing and the first re-sales of steel 
shares. Now, after the evidence afforded by that refinancing, it should be 
plain to all who can read the portents of policy that the major purpose was 
indeed the technical one that the authorities emphasised at the outset, the 
purpose of promoting genuine flexibility in the money market and in the 
structure of short-term interest rates generally. The reassurance that was 
bound to flow from any officially provoked easing of rates is now shown to have 
been an incidental result of the technical adjustments rather than an objective 
deliberately sought ; and the business world should take care not to exag- 
gerate its importance. 

The Stock Exchanges in particular should note well the warning given last 
month by the Governor of the Bank of England himself. Speaking at the 
Bankers’ Dinner at the Mansion House, Mr. Cobbold emphasized that “ the 
one thing the |Bank rate] changes did not imply was any prophecy about the 
future. I do not believe that anybody can be sure in which direction, if at 
all, the influence of monetary policy may be needed in coming months’ 

Though few beyond the City yet realize it, the real importance of the Bank's 
action lay neither in the reassurance nor in the easing of rates but in the 
technical adjustments themselves. The authorities are in process of recon- 
structing a monetary apparatus that has been virtually inert almost since 1932, 
and are rethinking the policies and techniques of those days to fit them to mod- 
ern conditions in an economy that is fast shaking itself free from the fetters of 
arbitrary control. When, eventually, the whole of that arduous transition 
can be seen in perspective, the technical changes that stem from the decision 
of last September are likely to stand out as a landmark second only to the first 
bold move of November, 1951. 


END OF EXPERIMENTAL PHASE 

These changes mark the end of the first experimental phase, and are proof 
that the experiment has justified itself in the eyes of the monetary authorities, 
so that the whole policy will proceed. They mark the end of the phase of 
compromise and doubt in monetary policy, of the use of arbitrary expedients 
side by side with the reviving techniques of the market place. In future, though 
some of the post-war devices will no doubt remain, the emphasis in monetary 
regulation is likely to shift more and more clearly to those measures that 
operate solely through the money and capital markets—and can work with full 
efficiency only if those markets are genuinely flexible and free. 

Principles of that general sort were last in full operation in the ‘‘ bad old 
days ’ of the gold standard - but the easy rules of thumb that used to guide 
(or misguide?) the entientities were strained even then, and were finally shat- 
tered in 1931. What is happening now is, in fact, nothing less than the first 
really serious attempt since then to devise a monetary policy of the market 
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place that matches the needs of an economy that cherishes “ full "’ employment 
and yet seeks to stay in equilibrium without constant recourse to vexatious 
controls. And that is probably the only way in which it can hope to maintain 
both that equilibrium and its standard of living as well. This effort must 
proceed by technical steps that the layman may not choose to follow ; but 
its wider purpose is of profound and heartening significance for the whole 
community. 

To read such far-reaching implications into changes that many people 
regard as of only technical and even ephemeral interest admittedly takes a 
great deal for granted. It would certainly be wrong to assume that the whole 
evolution will now move smoothly forward towards its logical conclusion. But 
the opening of a new phase of more forthright effort should now be clear to 
anyone who looks reflectively at the monetary events of the past few weeks. It 
was, in fact, implicit in the Bank rate “ unification ’’ of mid-September ; 
but it would have been rash, then, to take so bold a leap in deduction solely 
from the springboard of the Bank’s explanations of its policy. There was 
need, first, to see how they stood the test of action in the market-place. 


LESSONS OF THE CONVERSION OPERATION 

The first big test, as we emphasized last month, was bound to be the 
Treasury s refinancing operation ; and that operation, announced within a 
fortnight of the Bank rate reduction, gave clear and convincing evidence of the 
new phase of policy. This evidence is to be found in the fundamental contrast 
between this year’s operation and the special “ fundings ”’ of 1951 and 1952; 
to show its full significance, it is necessary first to recall the nature of those 
earlier operations. 

Among the more important of the abnormal expedients employed to launch 
the change in monetary policy in November, 1951, was the resort to compulsory 
funding of bank holdings of Treasury bills—the operation whereby 41,000 
millions of one, two and three year Serial Funding Stocks were issued to holders 
of bills, and £500 millions of them were wished upon the clearing banks in 
proportion to their deposits. The fact that yet another (and particularly 
objectionable) form of arbitrary interference should have been resorted to 
then as the very means of promoting a freer monetary system was always 
paradoxical. But it was condoned at the time as a “ once-for-all ’’ expedient 
to achieve quickly, and at a moment of national emergency, a transition that 
would otherwise have proceeded only gradually—and, even so, only at the cost, 
perhaps, of violent dislocation of the gilt-edged market. This was the transition 
from greatly excessive liquidity in the banking system to a condition of 
“ tautness '’ at which the orthodox weapons of credit restraint could exert a 
strong effect. But this technique of arbitrary funding was not used once only ; 
it was repeated, in rather less objectionable form, last autumn, when the 
banks were “‘ expected’ not only to renew their maturing “ funding ”’ stocks 
for a further year or more, but also to take new stock (in effect, in exchange for 
Treasury bills) on a scale roughly sufficient to reduce their liquidity ratios to an 
indicated level.* 

The fact that this expedient was used a second time inevitably led many 
bankers to fear that it might become a standard device for cutting away any 
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* The nature of these two special operations was fully examined in the November issues of 
THE Banker for 1951 and 1952 respectively. 
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inconvenient excess of bank liquidity, and in any case would be liable to recur 
annually as each successive slice of funding stock neared maturity. Moreover, it 
lent colour to the suspicions that the authorities were, after all, only half- 
hearted in their efforts to restore an effectively flexible monetary policy—and 
might even be toying with dubious compromises of the kind so beloved of 
certain Labour politicians and left-wing economists. All such devices are 
utterly antagonistic to the principles of monetary regulation through a free 
market ; the banks cannot be expected to respond sensitively to market 
influences playing upon their liquidity if they have any reason to suspect that 
their dispositions are perpetually liable to be upset by arbitrary intervention 
—however much disguised as a polite request or discreet hint. 


PERSUASION Tactics ABANDONED 

By far the most important characteristic of this autumn’s refinancing is 
that it has entirely abandoned this technique of pressure. The authorities made 
no request or suggestion to the banks about their response to the Treasury 
offers ; indeed, they took care to emphasize that the banks should regard 
themselves as entirely free to judge the issues solely on their merits—to parti- 
cipate in or reject either the conversion or the cash issues as their own individual 
needs dictated. Obviously, the authorities hoped for a good response ; but they 
were likewise prepared for the possibility that the whole operation might still 
leave the banking system with a very slack liquid position. There was no 
vestige of last year’s suggestion that the banks “ ought ”’ to take the oppor- 
tunity to reduce their excess liquidity, though the terms were well calculated 
to induce them to do so—which ts precisely as it should be. 

This was a more forthright plunge into freedom than most bankers had 
expected. Given the habits of gradualness that beset public authorities nowa- 
days, any clear improvement on last year’s technique would probably have 
been rated as consistent with the drive for flexibility foreshadowed at the time 
of the Bank rate change. As it is, the completeness and boldness of the freeing 
have demonstrated the firmness of that aim more quickly and forcibly than 
could have been done in any other way. The expedient of funding by pressure 
now takes its place beside the differential ‘‘ special ’’ loan rate for Treasury bills 
and the arbitrarily pegged commercial bill rate, those other abandoned cushions 
that were used to ease the shock (including the political shock) of the first stage 
of the transition to a positive monetary policy. After this three-fold demon- 
stration—the earlier portions were fully discussed in our opening article last 
month—the avowed aims of the authorities of developing a freer and more 
Hexible market should now carry conviction to everyone. 


MorRE VENTURESOME MATURITY DATES 

Given this welcome decision to leave the banks free, it at once became 
possible to make the operation more flexible in the technical sense as well. 
[f stock was to have been foisted upon the banks, the authorities could scarcely 
have departed far from the “ leap-frogging ”’ tactics and the three-year pattern 
of maturities previously established. But, as it was, they were themselves at 
liberty to strike a balance, in the normal way, between the maturities that 
suited them best and the terms that might attract the banks and other poten- 
tial subscribers. The issues again took the form of cash and conversion offers, 
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but this time the two were kept quite distinct. On the one hand, holders of 
the £577 millions of 1# per cent. Serial Funding Stock that matures in a fort- 
night’s time were offered conversion at par either into the existing 1954 13 per 
cent. Serial Stock or into a new 1957 2} per cent. Serial Stock, plus cash pay- 
ments of 7s. and I5s. per cent. respectively (these payments being equivalent to 
the actual or notional differences between the market values of each pair of 
stocks on the eve of the announcement). On the other hand, there was a cash 
offer of unlimited amount of a new 3 per cent. Exchequer Stock, 1962-63, at 
gg}. The 1954 and 1957 stocks were not available for cash, nor was the 1962-63 
stock available for converters. 

The free tactics, it will be seen, enabled the authorities to dodge the difficult 
year 1956 (now saddled with £824 millions of 1954-56 War Bonds, thanks to 
the conversion of 1952-54 bonds last July), to fasten upon new years that are 
either bare or almost bare of final maturities, and to push one of the issues 
much longer than was conceivable in 1951 or 1952. But, of course, the corollary 


GROSS REDEMPTION YIELDS 


Nov. 7, Mar. 11, June 24, Sept.16, Sept. 30, Oct. 21, 


1951 1952 1952 1953 1953 1953 

fa@iegd. feed £ak £ te £ ES 
2% N.W. Bonds, 52-54 .. 2 § 3 2 QI! 3™m4 2 290 229 2 1 6 
13% Ser. Fund., Nov., ’54 .. 25 2 35 *!1 27 89 2 2 3 2 I O 
3% Ser. Fund., Nov., 55 .. : 2%et6@ 2 @& 3g 2 @ 4 
24% Exch., Feb., °55 ix “SS @ 86 212 9 3 I2 =! 2 7 7 2 3 90 - 4 4 
24%, N.W. Bonds, ‘54-56 .. I 17 5 2 9 6 3 12 6 2 10 2 2 6 06 - 7 2 
23°) Funding, °52-57 io SH-3 218 oO 3 10 2 212 4 210 4 211 Oo 
21% Ser. Fund., Nov., 57 .. — -— = 2 @210" 27 8 
War Loan, 1955-59 .. i” 2 2 19 II 3 9 O 214 6 213 7 214 4 
3°, Exch., Mar., ‘60 + ae 4 3 10 2 - 215 9 214 3 215 2 
24°) Funding, ’56-61 ia - $f 2 G 217 7 215 1 217 © 
3% Exch., “62-63 32 % ove 
3°, Sav. Bonds, ’55-05 in Bea 2 3 10 9 4 S 3 3 7 10 3 6 7 3 6 8 
21°. Sav. Bonds, ’64-07. .. 3 8 6 4 0 0 $+ 710 317 G 3 585 8&8 3 9 5 
3°, Sav. Bonds, '65-75 cm VS BE SD 4 4 7 ‘ IF Ti 3 18 6 15 35 3 15 10 
3°, Transport, ‘78-85 3 18 3 4 5 9 {Ir 2 3 19 ~7 = i7 © : 87 8 
33% War Loan, after ‘52 .. 4 2 2 4 9 I] 4 16. 2 1 4itIt 4 2 10 in & J 
23°, Consols .. ia .-. FRB @ 4£tetH 4H 7 { - 1 3 15 1 3-58 .@ 


All redemption yields are to latest dates. 
* yield on issue terms. 

of these changes was that the issues had to be made attractive. Significantly, it 
was only for the shortest of the three stocks that the terms were tightly drawn : 
the redemption yield offered to converters into the one-year stock was barely 
2 per cent., or no better than the current return from Treasury bills—so 
that this option had no appeal except on the hypothesis that bill rates will fall 
during the next twelve months. On the other hand, the redemption vield of 
{2 8s. lod. per cent. offered to converters into the 1957 stock was } per cent. 
better than the yield from the 1954-56 stock to full life, and much better than 
that from either that stock or the 1952-57 stock on optional redemption. The 
Si-9? year stock, offered for cash, fittingly dangled the clearest bait of all; it 
ofiered £3 Is. 2d. per cent. to 1963, compared with only {£2 14s. 3d. from the 
3 per cent. Exchequer Stock issued earlier this year or {2 15s. Id. from 2} 
per cent. Funding Stock, 1956-61, to latest date. All these nearest competitors 
of the new issues lost ground after the announcement. 
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The spirit of freedom, thus shrewdly sweetened, has worked like a charm. 
The response certainly surpassed the sponsors’ best hopes. Cash subscriptions 
for the 1962-63 stock totalled £341 millions, and actually exceeded the cash 
obtained from the one to three year stocks last autumn, when the formula for 
liquidity ratios virtually guaranteed around £250 millions from the banks alone. 
This year’s voluntary response from the banks has certainly been smaller than 
that, probably around £200 millions from the banking system as a whole. 
The figure for the clearing banks alone cannot be reliably guessed until the 
October bank statements are available; but it was undoubtedly a good res- 
ponse to a stock as long as this. Although some banks had already begun to 
venture a little way from the shore—for example, by way of market purchases 
of the 1960 stock—they all have bitter memories of the storms of recent years, 
The ‘“‘ departments " themselves certainly took a substantial slice; but even 
though their share is generally assumed to have been of the order of {100 
millions, or even a little more, the net achievement still looks impressive. 

The conversion response was, if anything, even more satisfactory. Holders 
of no less than £552 millions of the 1953 Serial Funding stock, or fully 95 per 
cent. of the total, tendered their stock for conversion, and more than nine- 
tenths of these conversion applications were for the longer of the two stocks 
—{503 millions for the 1957 stock and a mere {49 millions for the 1954. On 
both counts, this was in marked contrast to last year’s response. Then, 
although the banks were virtually obliged to convert, £105 millions or nearly 
one-quarter of the 1952 Funding stock remained for repayment at maturity; 
and over 40 per cent. of the total conversion applications of £719 millions 
(which, of course, also embraced the 1951-53 War Bonds) was concentrated 
upon the one- and two-year stocks, mainly the former. The massive response 
this year makes it plain that the banks have voluntarily converted the whole, 
or virtually the whole, of their holdings; the authorities obviously did like- 
wise, but it seems evident that there must also have been a favourable response 
from some of the—relatively small—miscellaneous holders. This third group 
was formerly large, and included some important overseas holders of sterling 
balances; but, when these balances ran down in 1952, the bond holdings seem 
to have found their way into the hands of the British ‘“‘ departmental ’’ buyers. 





THE MEASURE OF SUCCESS 

The net effect of the operation is that, after disposing of the whole £577 
millions of November maturities, the Treasury has £315 millions in hand 
towards the £412 millions of 1952-54 War Bonds due on March 1. It is true that, 
as usual, the authorities put up part of the cash themselves ; but there is an 
important offsetting consideration here. The market at first was surprised that 
the operation had not embraced the March maturities, and it was also regretful 
that the 1957 issue was not available for cash. But the authorities had shown 
wise restraint at both these points; they are now able to capitalize this 
obviously contrived situation by releasing 1957 stock while buying up the 
near maturities. By early next year, the amount of 1952-54 stock still outside 
their own portfolios should not look formidable; and a large part of their 
advance purchases will probably have been financed by sales of the 1957 and 
1962-63 stocks instead of by any re-expansion of the floating debt. This debt 
has, of course, been reduced by the full nominal amount of the cash secured 
from the Exchequer Stock; the effective reduction of Treasury bills in the 





mM. 
Ms 





EVOLVING 4A MONETARY POLICY 275 








———E™™ 


hands of the banking system was naturally less than this, but still amounted 
to a substantial sum—perhaps {200 millions before allowing for the Exchequer 
seasonal needs. 

The success of this first exercise in genuinely free re-financing obviously 
owes much to the shrewdness of the choice of terms and dates. Equally 
obviously, it also reflects the marked change in the stock market atmosphere 
in recent months, and the rosier tinge that was imparted to the gilt-edged market 
by the reduction of Bank rate. It should be noted, however, that the authorities 
did not unduly press their advantage. Their support for the market on its 
relapse towards the end of September seems to have been confined to the 
irredeemables that speculation had made vulnerable, and was not large. It 
did not further reduce the yield basis in that section of the market (which had 
not relapsed) in which the issues were impending; and the net reduction in 
the region of the 1957s and early 1960s in the fortnight before the announce- 
ment was little if any more than the “ turn ”’ offered by the issue terms. Sober 
reflection on these details ought surely to dispose of any lingering belief that 
the conversion plans played any dominant part in the Bank rate decision. 
And, if that is so, the fact that there was only a brief interval between the two 
is no rebuttal of the contention, advanced earlier in this article, that the 
technique of the refinancing has in fact confirmed the official explanations of 
the Bank rate policy. 

Yet the fact remains that the response to the refunding operation has been 
influenced by the very aspect that the authorities themselves sought to mini- 
mize—the gesture of confidence. Whilst some bankers are emphasizing the 
precariousness of Britain’s position if the pause in America should turn into 
recession, at present most of them obviously think that interest rates are more 
likely to recede further than to harden again. In the circumstances, the fact 
that their liquidity ratios had by September reached the high level of 37.4 per 
cent., while demands for advances have been less strong than had been expec- 
ted, left evident scope for some venture into investments—especially as the 
recent interest rate adjustments have compressed the banks’ profit margins. 
But this view has not been backed to the extent of reducing liquidity ratios 
s0 sharply as they were cut by the special operation of last autumn (when the 
average ratio was reduced from 38.0 to 34.4 per cent.). The banks have wisely 
preferred to keep a margin in hand. 

Even so, the authorities emerge with their technical position greatly 
strengthened. In the prevailing economic climate, they were probably not 
particularly concerned at the slackness in bank liquidity. But, thanks to the 
massive response to these offers, they are relieved from any contingent risk 
that they might need to act suddenly to reduce it. Unless the Exchequer’s 
domestic finances deteriorate in the next few months, or unless Britain’s 
external surplus gathers unexpected strength, most of the liquidity slack will 
tun off automatically in the tax-gathering season. Moreover, the reduction 
already achieved in the floating debt, and the good prospect of further sales of 
departmental stock against the 1952-54s, make it unlikely that the authorities 
will feel any need for a further operation solely for the purpose of dealing with 
those maturities. In short, the initiative has passed more surely into the hands 
of the authorities than for a long time past—giving them precisely the right 
poise for the vigilant attitude, with room for flexible manoeuvre, at which 
they are obviously, and rightly, aiming. 
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Where the United Nations 1s 
Wasting Money 
By Michael Aaronson 


complex administrative organization that runs research projects, empirical 

studies, relief work, technical services, demilitarization commissions, and 
countless other activities—at a total cost of around $48 millions a year. It 
has attached to it eight specialist agencies,* whose names are detailed in 
Table I; the budgets of these “ specialized agencies ’’ amounted to a firther 
$34 millions in 1953. In addition, no less than $280 millions comes from 
voluntary subscriptions. The total British contribution to the United Nations 
and all the specialized agencies together is roughly $85 millions (that is, about 
10 per cent. of the whole, the great bulk of which is payable in dollars). This 
is not, admittedly, a very large item in the national budget; but it is large 
enough—and the objectives for which it 1s contributed are important enough 
—to justify considerably more interest than it has so far attracted from the 
_ British public. A livelier interest is the more desirable here because business 
‘sroups in America have been quick to see the possibilities provided by the 
development and supply schemes of the international organizations; and it 
is inevitable that a one-sided interest in these schemes should have produced 
a somewhat one-sided operation. This article will attempt to sketch the 
present pattern of finance (primarily of the United Nations itself but also, 
in less detail, of the important specialized agencies), call attention to the 
weaknesses and wastes involved—there are certainly plenty of them—and 
make some concrete suggestions for remedying them. 

It is important to be clear at the outset that the United Nations and the 
specialized agencies are a group of associated organizations and not one central 
administration. The United Nations is governed by its charter; its governing 
body is the General Assembly, which functions through various councils, 
committees and commissions. The specialized agencies—inter-governmental 
organizations performing technical functions in economic, social, cultural, 
educational, alimentary and other fields—are operated according to their own 
constitutions or Articles of Agreement, and their governing bodies are their 
own conferences, assemblies and executive boards. A number of them, 
including the International Labour Organization, were formed in League of 
Nations days; and that doyen of them all, the Universal Postal Union, was 
founded in 1874. Member countries are usually represented at regular sessions 
of the General Assembly by their Foreign Ministers; but at the specialized 
agencies by delegates from the relevant departmental ministries. And _ the 
budgets of the United Nations and specialized agencies, although basically 
the same in principles of contribution and appropriation, are quite separate 
and disconnected. 


T cn United Nations is not just a political talking-shop. It 1s also a 











* Excluding the International Monetary Fund and the International Bank, which are 
attached to the U.N. family, but are fully self-supporting institutions. 
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This separation is inevitable, if only because membership is, for various 
reasons, not identical. On the one hand, Switzerland, jealously guarding its 
status of international neutrality, has not joined the United Nations, whilst a 
whole host of ex-enemy nations (including Germany, Japan, Italy and the 
Balkan countries) have been deliberately excluded, for political reasons; 
nevertheless, most of these countries are members of the specialized agencies, 
where the cold war blows less hot. On the other hand, Russia, Poland and 
Czechoslovakia are members of the United Nations, but have withdrawn 
from membership of the World Health Organization and other agencies. In 
fact, it may not be altogether too cynical a view that this is one of the main 
reasons for the better performance, in terms of pragmatic results, that has been 
obtained by some of the agencies than by the U.N. itself. 

The United Nations functions through the medium of six principal organs: 
the General Assembly, the Security Council, the Trusteeship Council, the 


TABLE [| 
EXPENDITURE OF THE UNITED NATIONS AND SPECIALIZED AGENCIES 
(Millions U.S. dollars) 


IQ5I 1952 
Actual Actual 1953 1954 
Expenses Expenses Appropriation Estimates 
I. Administrative Budget : 
United Nations a 7 wn 48.6 50.3 48.3 48.1 


Specialized Agencies: 
United Nations Educational, Scien- 








tific and Cultural Organization. . 8.0 8.7 8.2 8.8 
World Health Organization 6.3 7.9 8.5 8.5 
International Labour Organization 5.9 6.4 6.6 6.6 
Food and Agriculture Organization 4.6 5.0 5-3 6.0 
Civil Aviation Organization 3.0 S.4 3-3 2,9 
Telecommunication Union I.4 1.6 1.6 1.5 
Universal Postal Union ma 0.4 0.4 0.5 C.5 
World Meteorological Organization 0.2 0.2 0.4 0.5 

Total Administrative Budget. . 78.2 83.7 82.6 84.0 

II. Voluntary Contributions to Extra- 
Budgetary Funds (approx.) .. — — — 280 
Total Expenditure .. ws ¢ 364 





Economic and Social Council, the International Court of Justice, and the 
Secretariat. Most of the work of the General Assembly is done through its 
six main committees; apart from opening and closing sessions, plenary 
meetings are generally only called to consider the adoption of committee reports. 
The Security Council stands at the apex of the political wing of the United 
Nations. Its primary task is quite simply the preservation of peace; and 
in the widest sense of the term, it has been the forum in which global clashes 
connected with the East-West balance of power have been avoided so far. 
The Trusteeship Council is the body with the controversial task of supervising 
the colonial administration of ‘‘ mandated ”’ territories (including British 
colonies such as Tanganyika and Togoland). The International Court of 
Justice is the principal judicial organ of the United Nations; a number of 
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nations do abide by its decisions, but its value is, of course, incalculably 
undermined by the lack of sanctions on members to implement its findings. 


The other two organs are much more open to criticism. The Economic 
and Social Council is concerned with standards of living, conditions of economic 
and social progress, human rights and fundamental freedoms. It has initiated 
a multitude of studies, established a plethora of committees, ad hoc bodies 
and commissions, and built up an administrative structure so vast and so 
complex that much of its work is lost in the web of its bureaucracy. The mass 
of reports for which the Council periodically calls is never submitted to 
members in time to allow careful and co-ordinated perusal, so that delegates 
generally arrive unprepared to discuss the items on their agenda. The Council 
would wield far greater influence were it to restrict itself to a more modest 
programme of studies—and postpone discussion of them until delegates were 
in a position to make some useful contribution to debates on the resultant 
reports. It would also by this means save a great deal of money. Yet this is 
the very body that has been entrusted with a committee to co-ordinate the 
activities of the specialized agencies. 

The Secretariat occupies a unique position. The powers of the Secretary- 
General go beyond any power previously accorded to the executive head of 
an international organization. Under Article 99 of the Charter he may bring 
to the attention of the Security Council “any matter which in his opinion 
may threaten the maintenance of international peace and security’. In 
addition to his own executive office, the Secretary-General is at the head of 
the Departments of Security Council Affairs, Economic Affairs, Social Affairs, 
Trusteeship, Public Information, Legal Affairs, Conference and General 
Services and Administrative and Financial Services—as well as the Technical 
Assistance Administration established as a separate department in 1949. 
The Secretariat now has nine Assistant Secretaries-General, fifteen principal 
directors, twenty-four directors and fifty-four principal officers, all of whom 
enjoy tax-exempt salaries exceeding $10,000 a year. 





This pattern, which is based on the provisional plan drawn up by the 
preparatory commission in 1946, has been criticized frequently by successive 
Assemblies. The important Advisory Committee on Administrative and 
Budgetary Questions, which is a standing committee of the Assembly, made 
some pungent remarks in its report on the 1954 budget estimates: 


Upon taking over his duties, the new Secretary-General claimed an opportunity 
of studying the administrative problems of the United Nations as a condition 
precedent to the proposal of any major organic changes. The Advisory 
Committee considers that neither the necessity for reorganization nor the 
interest with which the General Assembly awaits the Secretary-General’s 
proposals can be doubted. . . . With the establishment of the Technical 
Assistance Administration, the organic separation of the Departments of 
Economic and Social Affairs {may] not be administratively sound or economic. 
With this suggestion [is] coupled the question whether effective co-ordination 
of the activities of the three units could be achieved within the existing 
structure. 


Similar views had previously been expressed by the main committee of the 
Assembly that submits the U.N. budget for consideration by the General 





ve 
nd 
de 


ion 
yay 
the 
al’s 
cal 

of 
1IC. 
ion 
ing 


the 
ral 








WHERE THE U.N. IS WASTING MONEY — 279 





——— 


Assembly (‘Committee Five’’). This committee also later endorsed the 
Advisory Committee’s recommendation that 


in submitting estimates for 1954 the Secretary-General should indicate the 
feasibility of meeting any continuing expansion of activity in the regional 
economic commissions by a steady if not strictly proportionate contraction at 
Headquarters. It appears that though no actual duplication of work occurs, 
parallel activities are undertaken by the Department of Economic Affairs 
and by the regional economic commissions. While certain studies on economic 
development necessarily concentrate on conditions peculiar to given geo- 
vraphical areas, other studies, on the contrary, can be of use to areas lying 
beyond the scope of any single regional commission. The possibility of parallel 
projects undertaken on a joint basis should not be overlooked, and as an 
administrative step in this direction, consideration might be given to the 
implementation of a policy of staff interchange between Headquarters and 
the commissions. 


These are very frank words, unequivocally recommending co-ordination both 
between departments and within departments of headquarters and regional 
activities, and Mr. Hammarskj6ld would do well to take good heed of them. 
The full force of argument behind the committee’s proposals—and in particular 
its hint of amalgamation of the Economic, Social and Technical Assistance 
departments—will become clear when the reasons for the establishment of the 
Technical Assistance Administration are discussed below. 

The eight specialized agencies (the W.H.O., F.A.O., and the rest of the 
alphabetical nightmare) are linked with the United Nations by an agreement 
negotiated through the Economic and Social Council and approved by the 
General Assembly; but the agencies still retain their full freedom of action. 
Most specialized agencies are members of the U.N. Pension Fund, and there is 
also a common scale of staff salaries. Personnel and finance methods are 
subject to broadly the same regulations ; but patterns of organization and 
methods of work differ considerably between agency and agency as well as 
between the agencies and the United Nations. Many of the agencies suffer 
from the same administrative and staffing defects as the United Nations; 
and some of the remarks of the Advisory Committee apply equally well to 
them. There is ample scope for the progressive transfer of headquarters’ 
staff to regional and field operations; in some agencies the size of purely 
administrative and financial services is out of all proportion to the scope of 
activities. 

WHo PAYS THE PIPER ? 

The United Nations and the specialized agencies rely for their finance 
upon annual contributions from member nations; these go to make up the 
“ administrative budget ’’. In addition, extra-budgetary funds obtained from 
voluntary contributions are also available in widely varying amounts. The 
method of assessment is basically the same for the United Nations and the 
specialized agencies. Each country is assessed as liable to pay a fixed per- 
centage of the U.N. annual budget; this assessment is based on estimates 
of the country’s national income, the comparative per caput income of its 


.population, any temporary dislocation of its national economy, and its ability 


to secure foreign currency. 
In 1948 the General Assembly recognized the basic principle that 1t would 
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be contrary to the interests of the United Nations that more than one-third of 
its administrative budget should be contributed by any one nation. This related 
specifically, of course, to the contribution of the United States; last year a 
definite decision was taken, and from January I, 1954, America’s percentage 
assessment will go down, and the rest of the world’s will rise correspondingly. 
The General Assembly also recognized in 1948 that the per caput contribution 
of any member should not normally exceed the per caput contribution of the 
country having the highest assessment. This has not been implemented as 
yet, and at present Iceland, New Zealand, Canada and Sweden pay higher per 
caput rates than the United States. A comparison of assessments, per caput 
rates and contributions of certain countries for the financial year 1953 are 
shown in Table II. The figures in the last column are surprising enough to 
make an Icelander’s blood boil. 

It should be emphasized that Table II shows contributions to the United 
Nations only, and does not include contributions to the specialized agencies; 
thus Britain pays nearly $4 millions to the specialized agencies as well as 
the contribution of $44 millions to the U.N. shown in Table II. Despite the 
differences in membership, the relative scale of country assessment in the 
specialized agencies is broadly the same as the assessment for the U.N. In 
contrast to the position in the financial “ self-financing ”’ institutions (I.M.F. 
and the World Bank), all members enjoy equal voting rights in the U.N. and 
the specialized agencies. Budgetary decisions are taken by a two-thirds 
majority, irrespective of the amounts contributed by the members voting. 


THE BUDGETARY PROCESS 


The procedure of annual appropriation is, with minor differences, the same 
for the agencies as for the United Nations itself. Thus the following description, 
though specifically related to the United Nations, indicates the general method 
of financing adopted by all specialized agencies that rely upon their members 
for annual contributions to their regular budget. In all cases, this budgetary 
procedure relates only to the assessed—as opposed to voluntary—contributions. 

The budget procedure is in a number of distinct stages. First, annual 
estimates for the administrative budget are prepared by the Secretary-General 
(in the case of specialized agencies by the Director-General) for the financial 
year—always the calendar year—and presented in dollars. Estimates for con- 
tinuing projects are supposed to be backed by analyses of results achieved 
to date that would warrant approval for further funds, but so far not one of 
the organizations concerned has in fact submitted such reports. Then, at 
least twelve weeks before the opening of the regular session of the General 
Assembly, the estimates must be submitted to the Advisory Committee on 
Administrative and Budgetary Questions for detailed examination. The 
committee cannot force the Secretary-General to make any alterations, but 
its report must be transmitted simultaneously with the Secretary-General’s 
estimates to the national Finance Ministries at least five weeks before the 
opening of the Assembly’s regular session. Both are included by the Secretary- 
General as items on the Assembly's agenda. 

The General Assembly in due course refers these agenda items to its Fifth 
Committee. This meets only when the Assembly is in regular session and 
deals with matters of administration, budget and finance. During its formative 
years the Fifth Committee allowed the Secretariat considerable scope—partly 
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because Mr. Trygve Lie chose in 1946 to browbeat it by threatening to resign 
unless it toed the line he had laid down—but more recently it has been 
taking its critical functions more seriously and has in particular backed the 
Advisory Committee in its complaints of administrative extravagance. The 
sixth session of the Assembly in 1951 witnessed some particularly loud criticism 
in the Fifth Committee; they were voiced by a remarkable range of countries, 
from Mr. Lie’s own Norway to Britain and Brazil. 

When the Fifth Committee has finished its work, the revised estimates are 
returned to the General Assembly for appropriation. The Secretary-General 
then deducts from the appropriated sum all miscellaneous income. This 
consists mainly of investment income and subscriptions still due. Since most 
of the subscriptions outstanding are never actually received at all, this crediting 
of them against the following year’s budget has little financial validity; it is 
a rather dubious method of making a fictitious reduction in member nations’ 
current obligations. Be that as it may, it is to this reduced budget figure that 





TaBLeE II 
CONTRIBUTIONS OF CERTAIN COUNTRIES TO THE UNITED NATIONS* 
Amount of 1953 Estimated per caput 
Country Contribution, Assessment, Contribution, 
U.S. $ thousands per cent. U.S. cents 
iS 2 ae ‘a os “a - 15,523 35.1 - 10.1 
Iceland .. ai “a i ia 18 0.04 52.3 
New Zealand i si iets va 212 0.5 10.9 
Canada... - is - - 1,459 22 10.4 
Sweden .. ie ‘i i wv 729 9 10.3 
U.K. es wi in - ¥ 4,553 10.3 9.0 
Total Commonwealth .. aa wa 9,238 20.9 — 
USS.R. .. > _ oe we 5,428 ks + 3.3 
Total of Above a ae 30,529 69.1 -—— 





*i.e. excluding the Specialized Agencies. 


the country percentages (shown in the second column of Table II) are applied 
for the determination of each country’s current financial contribution towards 
the appropriated budget. 

The total payment for which a country is liable in any one budget year 
may, however, exceed its assessed contribution by an additional payment 
towards the ‘‘ Working Capital Fund ’’. This fund advances money to finance 
budgetary appropriation for United Nations activities during the year, the 
departments reimbursing these advances as soon as their appropriated income 
becomes available. A revolving fund of this character is made necessary by 
the irregularity of members’ contributions. In the January-June period, when 
national budgetary processes are in progress, few contributions are paid, and 
large advances from the Working Capital Fund to the Spending departments 
become necessary. In addition to its function of providing a revolving fund, 
the Working Capital Fund may be used to finance unforeseen and extraordinary 
expenditure in accordance with the procedure laid down by the General 
Assembly annually. Except in specific cases in which the Assembly provides 
otherwise, the Secretary-General must obtain the prior concurrence of the 
Advisory Committee to enter into commitments that are to be financed in this 
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way. He must in all cases report all commitments made under this heading 
to the committee and to the Assembly at its following regular session, and 
must submit the relevant supplementary estimates to both bodies. 

The exercise of this function in particular can clearly deplete the resources 
of the Fund; and for this reason member countries may be required to make 
annual payments to replenish the Fund to the level that is determined annually 
by the General Assembly. This sum, together with countries’ assessed contri- 
butions, must be transmitted to the Secretary-General in dollars within thirty 
days of receipt of notice or on the following January 1, whichever is the later. 
A member is deemed to be one year in arrears 1f it has not met its obligations 
by January 1 of the following financial year. A Committee on Contributions 
is responsible for advising the General Assembly—and also the assemblies of the 
specialized agencies—on measures that they can take against countries in 
arrears. 

As has been intimated above, governing bodies of agencies have their own 
machinery for examining the administrative structure and budget estimates 
of their organizations, which themselves correspond closely to the United 
Nations pattern that has been outlined. But a link is furnished by the agree- 
ments between the agencies and the Economic and Social Council. These 
provide for examination of their administrative budgets by the U.N. Advisory 
Committee, which in turn comments to the General Assembly. But the agencies 
are in no way constitutionally bound even to consider any criticism by Assembly 
or committee; only convention requires the governing body of an agency to 
adhere to resolutions passed by the General Assembly, and convention 1s not 
a binding force where there are written constitutions. The only effective way of 
carrying the spirit of these resolutions into the agencies would be for govern- 
ments who are members of both the agency and the United Nations to propose 
similar resolutions for adoption by agency assemblies. But since different 
representatives attend the General Assembly and the agency assemblies, a 
considerable degree of co-ordination among the relevant national ministries 
would in fact be necessary for this to be done. An alternative step in the right 
direction would be for the General Assembly to call for a revision of agreements 
with the specialized agencies to allow the Advisory Committee to make a far 
more detailed examination of their budgets than it does at present. It might 
also be given power to work in step with the administrative committee on the 
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co-ordination of the activities of the U.N. and the agencies in order to call 


attention to the wastes of duplication and proliferation of activities. 


The appropriation procedure of the governing bodies of the United Nations 
and the agencies applies, it must be remembered, only to their “‘ administrative 





budget ”’ 


that part of their total budget financed from regular assessed con- 


tributions of their members. The position is otherwise for extra-budgetary 
funds obtained from voluntary contributions from governments and private 
organizations and individuals; funds that, on paper, total around $280 millions, 
many times the “‘regular’’ income of the U.N. and all the specialized 
agencies together. Extra-budgetary funds of the United Nations are controlled 
by the Secretary-General; they consist of the United Nations Children’s 
Fund (still known by its old initials of U.N.I.C.E.F.), the Korean Relief and 
Rehabilitation Fund, the Special Account for the Expanded Programme of 
Technical Assistance, and, finally, the Fund for the United Nations Relief and 
Works Agency for Palestine Refugees in the Near East—whose short title, 
U.N.R.W.A.P.R.N.E., must surely be given the prize for the Cruelty Imposed 
on the English Language by International Organizations (C.I.E.L.I.O.). 
Records of expenditure subject to annual audit must be kept by these funds in 
accordance with the prevailing financial regulations. But the important 
point is that extra-budgetary funds are not subject to appropriation by the 
General Assembly; the Secretariat is accordingly permitted much licence in 


controlling their expenditure. 


STRANGE STORY OF ‘“‘ SAVE THE CHILDREN ” 


The disposal of voluntarily subscribed funds, usually collected under highly 
emotive appeals, is clearly liable to serious misuse when unencumbered by the 
appropriate financial watchdogs. Unfortunately, the Children’s Fund is open 
to serious criticism on this score. The right perspective in which to view the 
activities of this Fund demands some account of its development. The Fund 
was established in 1946, just before U.N.R.R.A. (the United Nations Relief 
and Rehabilitation Administration) was wound up; it took over that body’s 
functions as a supply organization for children and adolescents of countries then 
receiving U.N.R.R.A. aid. The Fund was to be financed by the residual assets 
of ULN.R.R.A. and any voluntary contributions made available by govern- 
ments and private organizations. The General Assembly appointed an Execu- 
tive Board and instructed the Secretary-General, in-consultation with the 
Board, to appoint an Executive Director and to provide staff and facilities for 
the administration of the Fund within the limits of its budget. In order to 
keep staff requirements to a minimum, the U.N. Assembly adopted a resolu- 
tion to the effect that the staff and technical assistance of specialized agencies, 
and in particular of the World Health Organization or its Interim Commission 
(which had taken over the duties of the Health Division of U.N.R.R.A.), were 
to be used by the Fund as far as possible. Should additional administrators 
over and above those to be furnished by the Secretary-General be required, 


the money for this purpose was to be provided by the Fund itself. 


Exactly what happened within the Secretariat immediately following the 


adoption of this resolution is difficult to trace. The Secretary-General certainly 


remains responsible for expenditure, since he is obliged to submit to the General 
Assembly an annual audit of the accounts of the Fund. How much of that 


responsibility he has delegated is not clear. The final report of the first Execu- 
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tive Board of U.N.I.C.E.F. to the Economic and Social Council makes it clear 
that the Executive Director is obliged to submit his administrative budget to 
the Bureau of Budget and Finance of the United Nations for review, and that 
he regards his staff as members of the U.N. Secretariat. It also appears that 
his operational budget is subject to review by the U.N.I.C.E.F. Executive 
Board. The Fund’s finances and administration are thus subject to the internal 
scrutiny of the Secretariat; but—and this is surely the vital point—they are 
wholly free from the rigours of the appropriation machinery of the General 
Assembly or its committees. The equivalent on a national scale would be for 
a sub-department of a Ministry to be subject to the departmental finance 
officer but wholly immune from the scrutiny of the Select Committee on 
Estimates and appropriation by Parliament—clearly an intolerable situation. 


Dissatisfaction with the constitutional position of the Children’s Fund has 
been vindicated by the Fund’s development. It is based not only on suspicions 
of the large rdle played by certain American interests in the handling of the 
Fund’s contracts; the unsatisfactory position stands out from the most casual 





TaBLeE III 
COMPARISON OF EXPENDITURE BY U.N.LC.E.F., 1949-1952 
(Millions U.S. dollars) 

1949 1950 195! 1952 

Commodities shipped, including freight and ancillary charges 42.81 31.8 19.0 10.0 
Share in Joint Enterprise (B.C.G. Campaign) - - 1.25 0.8 0.6 0.01 
International Children’s Centre, Paris ys i a —— 0.2 0.63 0.32 
Fellowships - : ‘“ vi ‘s - “ 0.03 0.13 0.12 0.11 
Miscellaneous Assistance oa i os i - 0.30 c.46 0.15 1.01 
Administrative Costs... ka we a Ks ep 2.36 2.47 2.10 2.06 
Total .. a2 ea ‘4 — i on 46.69 35-93 22.58 13.53 





study of the Fund’s expenditure between 1949 and 1952 (summarized in 
Table III). In these four years, expenditure on its major task—the supply of 
food and medical supplies to needy children—fell from nearly $43 millions to 
$10 millions—following the sharp fall in contributions from governmental and 
private bodies. But why, it is relevant to ask, was administrative expenditure 
reduced by only $239,000, so that it accounted in 1952 for over 15 per cent. of 
total expenditure ? This question is all the more pertinent because the Fund 
was specifically instructed to make use of the staff and administrative facilities 
of the specialized agencies and other U.N. departments; the task of supply, 
even on the scale of 1949, should never have involved administrative costs of 
$2.3 millions. As it is, the Fund has provided itself with headquarters in New 
York and regional offices and missions in Latin America, Europe, the Eastern 
Mediterranean, Asia, the S.W. Pacific and Africa. The function of this bureau- 
cracy is apparently to negotiate with governments for the provision of supplies 
for approved programmes. Their virtually complete control of the purse-strings 
naturally gives the Fund’s officials a good deal of influence with the receiving 
governments—influence that is not infrequently used on the Fund’s behalf. 





The Children’s Fund was originally set up to use up the residual assets of 
U.N.R.R.A.; in 1950 the General Assembly extended its life for a further 
period of three years. And at its recent meeting held in Geneva, the Economic 
and Social Council recommended to the General Assembly that the Fund be 
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established as a permanent institution. This proposal came before the 
Assembly last month; but despite that body’s many resolutions urging a 
check on the proliferation of activities, the proposal was adopted in an atmos- 
phere of self-congratulatory sentimentality. The delegates simply did not 
consider whether the cause of children’s welfare that they so rightly had at 
heart could not be better served by sweeping away this administrative en- 
cumbrance and paying more attention to existing permanent bodies. Yet 
the Food and Agriculture Organization, the World Health Organization and 
the Division of Social Welfare of the United Nations itself are fully capable of 
performing all the necessary tasks now undertaken by U.N.L.C.E.F. 


OTHER EXTRA-BUDGETARY FUNDS 


The other two extra-budgetary funds used for relief work—the Korean 
Reconstruction Agency and the relief agency for Palestine refugees—both also 
enjoy freedom from Assembly appropriation procedure, and in addition make 
for complications in financial control by having financial years to June 30. But 
there is no parallel to the flagrant extravagance in administration in the 
Children’s Fund—and both funds clearly have a most important task that in 
no way duplicates the work of other international organizations. Nevertheless, 
it is desirable that these funds, too, should be brought into the regular appro- 
priation machinery of the United Nations. The simple fact that the main 
source of revenue consists of voluntary contributions by governments rather 
than assessed contributions from them—and still less the fact that part of the 
funds come from private charities—seems to give no justification for the looser 
system of control. 

The remaining extra-budgetary fund, which finances technical assistance 
for under-developed areas from voluntary funds, is perhaps that most open to 
the charge of needless expansion of administration. In 1949, the Secretary- 
General was authorized to open a Special Account for financing an Expanded 


TABLE IV 
DISTRIBUTION OF TECHNICAL ASSISTANCE FUND 

O/ 
United Nations as x a re ¥% - aa 23 
International Labour Organization. . - Zo a 7 II 
Food and Agriculture Organization - “a ‘a ‘a 29 
United Nations Educational, Scientific and Cultural Organization 14 
International Civil Aviation Organization i - + I 
World Health Organization .. +4 8 as “ea 22 





Programme of Technical Assistance. This programme is merely a projection 
of the regular programmes of technical assistance carried on by the various 
specialized agencies. The purpose of the special account was to enable the 
wealthier countries to make larger contributions (which is not possible under 
the scale of assessments for the regular budget). The account allots its funds 
to bodies or agencies that it thinks can further technical assistance. 

The programmes of these bodies and agencies are not changed by the existence 
of the Special Account; they are merely increased. It is therefore difficult to 
ee the necessity for setting up parallel administrations to implement the 
‘xpanded programmes. Yet the specialized agencies at once created new 
departments for the administration of the extra funds and in the United 
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Nations the Secretary-General created a new department of the Secretariat, 
the Technical Assistance Administration. The views of the Advisory Com- 
mittee on this extension of administration have already been quoted on page 278. 

Whilst there can be no excuse for the creation of these overlapping adminis- 
trations, the very number of bodies in the field of technical assistance makes 
the creation of a co-ordinating body desirable. The establishment of the 
Technical Assistance Board to co-ordinate all programmes of technical assis- 
tance irrespective of the source of funds is therefore to be welcomed. A per- 
manent chairman of the Board has now been appointed; and the status of 
resident technical assistance representatives in relation to agency technical 
personnel is to be strengthened. The aim is that these representatives shall be 
the co-ordinating link with governments at the country level for the galaxy 
of international agencies operating technical assistance schemes. This should 
save staff and. equally important, eliminate much frustrating red tape. 

This is indeed the approach that clearly has got to be adopted throughout the 
whole body of the United Nations and the specialized agencies if they are not 
to fall into utter disrepute for prodigality and ineffectiveness. A creeping 
disaster will overtake all these institutions if the authorities continue their 
present course of adopting the line of least resistance towards the demands of 
airy idealists for their World Development Authorities—and also towards 
ambitious administrative empire-builders and business men with an eager 
interest in the contracts that U.N. can hand out. These organizations, and 
their cause, will and must be judged by their results. No greater encouragement 
to achievement could be given than really ruthless co-ordination, at every level, 
of their activities, finance and administration. This is the real challenge 
that the new Secretarv-General, Mr. Hammarskjold, has now to face. 








British Banks in Town and Country 


An Artist’s Sketchbook 
By Geoffrey S. Fletcher 


OCHDALE, to which our sketchbook turns this month, is a town of 

diverse claims to fame. In the heart of Lancashire's heaviest cotton- 

spinning concentration, it yet houses one of the world’s largest woollen 
mills, takes pride in its surprising Gothic town hall, and is the home of the 
Co-operative movement—and of Gracie Fields. 

Architecturally speaking, its dominant feature is its proximity to Black- 
stone Edge and the Pennine Chain, for stone from this region lends a har- 
monious character to many of the old buildings in the town and out-lying 
districts. Among them are still to be seen the traditional three-storeyed 
houses of the weavers. They stand in terraces whose top storey presents a 
line of almost continuous windows for the lighting of rooms that were the 
sarliest weaving sheds, and, until the power loom turned their trade aside, 
echoed constantly to the click-clack of the hand-operated shuttle. In those 
days the River Roch flowed openly through the centre of the town; but m 
the building development of the present century it has become a covered, !! 
not a subterranean stream. The space gained has been used to display some 
extremely well-designed public buildings. Notable among these is the branch 
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Specially drawn for THE BANKER by Geoffrey S. Fletcher 


Williams Deacon’s Bank, Rochdale 


of Wiliams Deacon’s Bank that forms the subject of this month’s drawing. 

On earlier pages of our sketchbook we have noted how the Classic style 
preponderates (and how weightily!) in the design of bank buildings. Here, in 
this office of Williams Deacon’s, the Palladian style has been used with extreme 
propriety and discrimination. This office presents, indeed, one of the most 
gracefully designed facades that an artist moving about the banking scene 
could hope to draw. It combines simplicity with elegance, and achieves its 
symmetry on a vertical axis—by means of a triangular pediment, a central 
window slightly more enriched than the flanking windows, and a semi-circular 
porch. On one side of the bank, there remain the bank chambers; these appear 
to be a fragment of a late Georgian building of brick, whose dull redness con- 


trasts admirably with the white sical of the has itself. The style is 


admittedly imitative; but to anyone without doctrinaire prejudices on that 
ground it must surely appear as a well-considered exercise in a style com- 
pletely adequate, technically and visually, for the purposes in view. 
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Aircraft for Export 
By M. S. Goldring 


HROUGH this summer and autumn, Britain’s air has reverberated with 

the screams of British aircraft showing their paces or seeking records— 

and the noise has penetrated well into the export markets. Now that 
the seasonal din is subsiding, attention can focus without distraction upon the 
crucial question whether the overseas interest aroused by this spectacular 
shop-window will be equally reflected in the industry’s export order-books. 

The work that has been done in British research establishments and aircraft 
factories in the past seven years has blown wide open the American industry’s 
former monopoly of the world market for civil airliners. In this sphere, 
Britain’s gas turbine aircraft have a clear technical lead, and their nearest 
rivals cannot hope to draw level for three or four years. Less publicized, but 
commercially of equal importance, is the British industry’s continued pre- 
eminence in the design of jet engines. This superiority in design is a valuable 
export in its own right, quite apart from the engines themselves; and it also 
tends to give the present generation of British military aircraft an edge over 
their competitors. 
British manufacturers well understand that this technical lead gives them 

for the next few years an opportunity that may never be bettered to win a 
strong and entrenched position in world markets. They are making an all-out 
effort to capitalize it. They have, indeed, another and at least equally com- 
pelling reason for doing so. It happens that these three years of special oppor- 
tunity to capture export markets also mark the limit of the phase in which 
they can count upon a maintenance of orders for Britain’s defence programme. 
Cuts in this programme have, indeed, already cast their shadow over the 
industry; it had geared its expansion of capacity and its intake of labour toa 
larger flow of Government orders than will now occur. Hence the drive in 
export markets is not, on a short view, directed to the possibility of new 
expansions of the industry. Export business is now seen as the one means 
of providing for the adequate utilization of existing (or immediately prospective) 
capacity when military demand begins to decline, as it is certain to do—barring 
any new international flare-up—in three years’ time. To some aircraft com- 
panies, success or failure in the drive for new overseas business may spell life 
or death. But, if all goes well, overseas sales could eventually provide the 
basis for a further major expansion; and even in this transition phase they 
promise a valuable buttress for Britain’s balance of payments. 


DEMAND FOR EXPORT CREDITS 

The industry holds some excellent cards, but it is playing for unusually 
high stakes, and is not likely to omit any precaution that might help to tip 
the balance against a foreign competitor. The formation of the new financing 
company, Air Finance Ltd., is clearly such a precaution, and a very important 
one. So far there is little evidence that the industry has lost overseas business 
or may lose orders now under negotiation solely because it has been unable or 
has refused to grant extended terms of payment. But the pressure for special 
facilities is obviously increasing; and some companies have already deemed it 











—- | ll a os ha 26a 


try 


or 8S Ft OOQ DP fF fF -—- eh 


] 





"e- 
le 
SO 
er 


m 
ut 


OT- 


ich 


ins 


ng 
m- 
ife 
the 
ey 


lly 
tip 
ing 
ant 
ess 


cial 
1 it 











AIRCRAFT FOR EXPORT 289 





——— 


worth while to devise some odd strategems to meet the exchange difficulties 
of particular customers—notably, the cotton-for-Meteors barter with Brazil. 
More deals on these lines are under negotiation in Brazil and in other South 
American countries. From the wider standpoint of Britain’s commercial 
interest, these are dubious arrangements; which makes it more than ever 
desirable that, if special facilities are to be available at all, they should be 
determined on strictly commercial lines by City specialists rather than by the 
manufacturers themselves. And there is little doubt that extended credits 
will be needed in future if the hoped-for expansion of exports is to take place. 

A single modern airliner may now cost as much as £750,000, or even more; 
clearly, the airlines will have to raise finance from someone if they are to re- 
equip their fleets. But the question of raising it in their own domestic markets 
simply will not arise if extended credit is offered by the supplying centre— 
and some of Britain’s competitors are already trying to make up in liberality 
of credit what their aircraft lack in modernity. When British aircraft are in 
direct competition with such offers, some credit facilities—though perhaps less 
liberal ones—may become unavoidable if the business is to be secured. But the 
British manufacturers, with their financial resources already stretched by the 
financing of their extensions of capacity, their technical development projects, 
and the big work-in-progress that is needed if delivery dates are to be shortened, 
are in no position to finance their customers. Air Finance Ltd. is now available 
to finance them direct, so that in all cases the manufacturer will have been 
paid in full by the time of delivery—though he will remain at risk to the 
extent of his profit.* 

The importance to the industry of an expanding export market can be 
gauged by comparing the size of its still rising labour force with the present 
and prospective scale of its defence contracts. There are no published figures 
of the industry’s scale of output, but it is generally reckoned that its total 
production is roughly equivalent to {1,000 a year for each man employed. In 
1949, before the rearmament programme was started, the industry’s labour 
forcee—engaged on construction and assembly of air frames and engines—stood 
at about 150,000; by the middle of this year, it had risen to nearly 222,000. 
Over the same period, Government expenditure has gone up from about £65 
millions to an expected £130 millions for the fiscal year 1953-54. In 1954-55 
it is expected to reach {150 millions and to stay at that level during the two 
subsequent years. : 

This suggests that at its peak Government work may provide employment 
for 150,000 men, or a little more than two-thirds of the present capacity, with 
the remainder dependent upon orders from the British airlines and overseas 
buyers, civil or military. But the capacity is still rising—chiefly in pursuance 
of plans made when a bigger defence programme was projected. After a 
shaky start in 1950, recruitment to the aircraft industry for the defence pro- 
gramme has been proceeding at a steady 2,000 to 3,000 a month; and the 
momentum of this expansion might carry the total labour force to around 
250,000, or even more. This would leave a very big margin for civil and export 
business even while Government orders continue at their expected peak of 














'* Air Finance Ltd., whose formation with a capital of {1 million was briefly noted in THE 
BANKER last month, is jointly managed by Lazard Brothers, Erlangers and Morgan Grenfell. 
The Finance Corporation for Industry—which, with a number of aircraft manufacturers, also 
participates in the capital—has undertaken to furnish loan facilities up to {10 millions.—Eb. 
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{150 millions a year; but by 1957, when the present rearmament schedules 


are completed, the margin is likely to begin to widen further 


further. 





perhaps much 
New development contracts for defence are already being scrutinized 


with unusual care by the responsible departments. 
To build up exports to a point at which they can take up any slack created 
by a reduction in Government spending will call for highly intensive effort, 


for the 
years. 


rate of expansion may need to surpass even the progress of recent 
The industry’s total overseas sales, excluding licence revenues, have 


risen from £25 millions in 1947 and 1948 to £44 millions last year. Shipments 
this year, which include the first of the new airliners, are likely to reach at 
least £60 millions, and there are prospects that a level of £100 millions can 
be reached and possibly exceeded in the next two to three years. These figures 


include military aircraft, whether exported under 


sales or 


‘ 


‘sovernment-to-government” 
through normal commercial channels. 


THE MILITARY MARKET 


The export drive is two-pronged, aimed simultaneously at the military and 
civil markets. The military market comprises about 50 air forces in countries 


outside 


States— 
ly them. 


the Iron Curtain, all wanting modern aircraft. Britain, the United 


and now France—are the only countries likely to be ina position to supp- 


Large numbers of Meteor fighters, built by Gloster Aircraft (a subsidiary 


of the Hawker Siddeley Group), and Vampire and Venom fighters, built by 
de Havilland, have been sold abroad during the past few years, at prices ranging 
from £25-30,000 apiece for the single-engined Vampire to 4£30-40,000 for the 
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twin-engined Meteor. Although all three of these types are obsolete by the 
latest British standards, there is still a steady demand for them abroad—from 
countries that consider it essential to their prestige to convert as large a portion 
of their air forces as possible to jets, but see no immediate risk of having to 
use them in combat. In addition, of course, there is a big potential demand 
from earlier customers anxious to replace their Meteors and Vampires with 
more modern aircraft—the super-sonic Swifts and Hunters. The Nato coun- 
tries are, of course, prominent in this group; to them, re-equipment is a 
strategic necessity, and the United States is contributing a considerable sum 
in dollars towards it. 

The chief obstacle to sales of this kind is time. The British forces need 
modern aircraft as badly as their allies. Yet the first of the two new super- 
sonic fighters, the Swift, built by Vickers-Armstrongs, is only now begin- 
ning to trickle off the production line—at the rate of one a month—and 
it will be some time before volume production builds up. The Hunter, built 
by Hawker Aircraft (another Hawker Siddeley subsidiary), is at an even less 
advanced stage. And the third military aircraft that interests Nato, the 
Javelin night-fighter built by Gloster, is still under development, although 
tooling for its production has begun. 

The system of “ off-shore’ purchase, whereby the American authorities 
pay, in dollars, for military equipment built in Nato countries for the use of 
Nato forces is likely to be an important, if temporary, factor in the export 
market. Off-shore orders cover, understandably enough, only the most modern 
equipment. After considerable debate, the United States authorities early 
this year signed a $153 million order in this country for 450 Hawker Hunters 
and 100 Sea Hawks to be delivered to Nato. Delivery of these aircraft has 
been promised for 1955, a date that seems difficult to meet. As for the Javelin, 
itis unlikely that its export, even for off-shore purchase, could be contemplated 
before 1957. Clearly, it will not be until 1955, at the earliest, that the newer 
British military aircraft can contribute anything towards either the industry’s 
export revenue or the country’s balance of payments. 

The direct export of British output is not, however, the industry’s only 
source of overseas revenue. A number of licence agreements have been nego- 
tiated for overseas production on British military designs. There is no way 
of estimating the revenue derived from these sources, but it must by now be 
quite considerable. In Europe, six countries—Belgiim, France, Holland, 
Italy, Sweden and Switzerland—hold licences to build aircraft and engines to 
British design, not only for the older types of fighters, but also for the Hunter 
and the Rolls-Royce Avon jet engine that powers it (and the majority of other 
British aircraft besides). Similar agreements are in force in most Common- 
wealth countries. And the United States has either bought outright, or has 
secured licences for, most British engine designs. Rolls-Royce has had agree- 
ments of this kind since the days of the Merlin piston engine, and there are 
indications that in that past year or so, British companies have learned to 
drive a very hard bargain with their American customers. The recent agree- 
ment under which Rolls-Royce undertakes to give “ technical advice’’ to 
Westinghouse in return for a considerable and unspecified capital sum, to be 
followed by later payments, is an example of this new trend. It is likely that 
more British airframe designs, particularly those of bombers, would have been 
licensed in the United States were it not for the domestic difficulties this would 
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create for the American authorities. The only British airframe design that 
has been adopted by the Americans is that of the Canberra bomber, designed 
by English Electric. 

[t is always debatable how far considerations of security should be allowed 
to obstruct the sale of military aircraft abroad. The British authorities 
generally take the view that, in an industry where technical progress is so 
rapid, there is no reason to put any difficulties in the way of foreign sales, once 
the British squadrons have been fully equipped with the particular design; 
this is reckoned to give the R.A.F. a technical lead of about three years. 
This attitude causes considerable misgivings in the United States, where it is 
considered that a military aircraft should not be sold until it is obsolete, except 
to a few carefully-selected allies. For that reason, among others, the British 
industry has little to fear from American competition in the military field— 
except in those instances where, as happened recently, the Americans are 
prepared to sell modern fighters, such as the Sabre, to their close allies. There 
have been minor clashes on this point over export sales of the (civil) Comet II, 
since this has the same Rolls-Royce Avon engines that power the majority of 
the new British military aircraft and will soon be used also in Nato countries. 

The Foreign Office is also apt to lay down conditions for military sales 
abroad. A case in point is the export of military aircraft to India and Pakistan, 
where it was insisted that if Britain sold fighters at all, she must do so to both 
countries—in proportions carefully balanced in London. This restriction 1s 
indeed one of the main reasons why the Indians recently purchased 70 Ouragan 
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fighters from the French Government, at a much higher price than additional 
British fighters would have cost. 

Despite the price differential in this instance, French competition for 
military exports may become serious. The French have one first-class fighter, 
the Dassault Mystere IV, now going into production; the Americans are 
financing this by placing an off-shore order valued at $86.5 millions for 250 
Mysteres. The French Government has such difficulty in meeting its defence 
costs, and the French aircraft industry has so few aircraft orders, that an 
intensive export drive would solve many pressing problems for both parties: 
the Ouragan sale to India may be only the first of many. However, the 
Mystere is powered by a Rolls-Royce engine built under licence in France by 
Hispano-Suiza and this fact gives the British authorities a say in the kind of 
export customer to whom France can sell the Mystere. Taken as a whole, 
Britain’s prospects in the field of exports of military aircraft are distinctly 
promising. 

MARKET FOR CIVIL AIRCRAFT 

Conditions governing the export market for civil aircraft are more com- 
plicated, but the size and constitution of the market can be fairly readily 
estimated. There are probably between 3,500 and 4,000 aircraft of all sizes 
flying on regular scheduled services in countries outside the Iron Curtain. 
About a quarter of them are long-range aircraft, the others being medium and 
short range machines. In addition, there must be several hundred airliners 
operated by companies that do not run scheduled services; some of these 
charter companies are large and prosperous. Finally, there must be many 
small ‘‘ executive " aircraft, owned and operated by commercial and indus- 
trial concerns for their own convenience, just as they own fleets of cars. The 
average life of an airliner, for accounting purposes, is generally taken as eight 
years. This would suggest that the normal annual replacement demand from 
existing services would on the average be some 100-125 long-range airliners and 
perhaps double that number of medium-range aircraft—implying, on the 
roundest of guesses, a total world trade in civil aircraft of about £150 millions 
at British or £300 millions at American prices. But fleets and services are 
expanding, and in any case demand is bound to vary widely from year to 
vear. At the present time, it is likely to be well above average, because the 
first post-war aircraft purchased by the big airlines are beginning to fall due 
for replacement—quite apart from the question of obsolescence, which is of 
sreat commercial importance on some routes. 

Although aircraft must be one of the few commodities in world trade that 
are bought on technical merit rather than price, the sale of an aircraft is a 
slow, tedious and sometimes heart-breaking business. The British industry 
is attempting to launch on to this market a completely new product, the gas 
turbine airliner. It is offering this in two forms, the pure jet airliner—the de 
Havilland Comet—and the turbo-prop airliner (in which the power of the 
engine is used to drive a conventional propeller instead of being converted dir- 
ectly into jet thrust). There are two airliners of this class, the medium-range 
Vickers Viscount, and the long-range Bristol Britannia. The pure jet airliner 
is the faster of the two, but its direct operating costs are higher than those 
of either the turbo-prop or the piston-engined aircraft. It needs to be skilfully 
scheduled if the greater speed is to be used to carry more passengers per year 
than its slower rivals can do. The turbo-prop airliner is, according to proved 
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operating figures for the Viscount and estimates for the Britannia, considerably 
cheaper to operate than a comparable piston-engined airliner. 

The American industry has met the challenge of this new concept by putting 
forward two superlative piston-engined airliners, the Douglas DC6 and DC 
series and the Lockheed Super-C onstellation. These have been ordered in some 
quantity not only by American airlines, but by some of the major European 
operators such as Sabena and KLM. The American industry has been able 
to sell these technically obsolete aircraft because they are known to be com- 
mercially sound, whereas a gas turbine fleet at this stage is something of a 
commercial leap in the dark. The fact that the two British corporations have 
taken this leap, and are making money out of it, is not at this stage of cardinal 
importance, for the new piston-engined airliners also earn a profit. Moreover, 
the Comet earns a profit for the British Overseas Airways Corporation because 
it is usually booked close to capacity, whereas average bookings for airlines 
generally are only about 60 to 68 per cent. of capacity; at that rate, all the 
versions of the Comet at present available would show a loss. 

The single deciding factor in this competition of types will be whether 
passengers prefer to fly in gas turbine aircraft. The standard of comfort has 
always been claimed to be better than any piston-engined aircraft can provide, 
and operating experience is tending to bear this out. If this trend becomes 
marked, airlines flying with piston engines on routes in competition with gas- 
turbined airliners w ill. have to make the switch—perhaps, before their existing 
fleet has been written off. 

If the need for this switch becomes apparent in the immediate future, 
operators will have no option but to buy British airliners, since turbine liners 
are not available in any other country. Two manufacturers, de Havilland and 
Vickers, have taken a considerable financial gamble on the prospect of such 
orders, since they are determined to meet them, should they come, with the 
minimum of delay. Vickers is tooling up to produce Viscounts at the rate of 
100 a year by 1955, a rate of production rarely equalled even in the United 
States. This decision has been taken before the company has anything 
approaching this number of orders. De Havilland, with the Comet, is acting 
similarly. The ability to deliver rapidly is expected to give the companies 
a considerable lead on their foreign competitors. The first American jet 
airliner, now being built by Boeing, will not be available for delivery before 
1958, at least two years after its competitor, the Comet III, has gone into 
service. And Boeing will be working under the additional handicap of having 
to design from scratch an aircraft that will compete with a considerably 
advanced version of the Comet. Boeing cannot do in 1958 what de Havilland 
did in 1951; that is, put into service an airliner that was profit-earning solely 
because its novelty drew the traffic. 

This does not mean that the American threat can be ignored; there 1s 
always the risk, for example, that Boeing may steal a march on de Havilland 
by producing a pure jet airliner able to cross the Atlantic without stopping, 
which the Comet III is unlikely to do. American turbo-prop engines now 
under development may also prove a formidable threat to British turbo-prop 
airliners. There are indications that British prices will be considerably lower 
than American; the Comet III is estimated to cost about $2 millions, com- 
pared with the Boeing airliner’s probable $4 millions; but in calculating the 
profitability of an airliner, first cost is not necessarily the deciding factor. 
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When this period of competition becomes intense, the credit terms the 
manufacturers can offer their customers may become as important to them as 
the aircraft itself. But at present, whenever the customer definitely seeks 
turbine aircraft, Britain's bargaining position on credit terms should be 
strong. In America, buyers of piston-engined airliners are being offered 
credits of up to eight years, which is as long as the commercial life of the 
aircraft itself. There should be no question of credits of this length from 
Britain. Manufacturers here are reticent about the terms of individual con- 
tracts, but it is probable that some buyers from Britain have already been 
getting credit concessions of more modest character. The demand for credit 
cannot, indeed, be wholly resisted by the argument that Britain alone 
is able to supply turbine aircraft, for not all potential customers for such 
aircraft have yet made their choice decisively. In such cases, the credit terms 
may figure quite prominently in the reckoning, for the outlays involved are 
very large. The cost of a Britannia, for example, is in the region of £750,000, 
and so is that of a Comet III; earlier Comets cost in the region of £500,000 
and the Viscount, £300,000. The cost of a fleet of 15 Viscounts recently ordered 
by Trans-Canada Airlines will run into £4 millions. 

There is also this case to be considered: several of the most substantial 
European airlines are re-equipping their fleets now with American piston- 
engined airliners. Whatever credit terms the Americans may have offered, 
these purchases constitute a heavy drain on the airlines’ financial resources. 
British manufacturers have considerable hopes of inducing these operators to 
supplement their fleets, especially for the medium-range routes, with British 
gas-turbine aircraft within the next year or so. This does not necessarily 
mean that the airlines will immediately write off their American purchases, 
for the piston-engined airliners are for longer ranges on different routes. But 
the financing problem of the two-fold purchase would be formidable indeed. 
Unless Britain can give credit, sales of this kind will simply not be possible. 

In all the circumstances, the case for some special facilities is fairly demon- 
strable. But it would be wrong to allow the industry’s natural enthusiasm for 
its export drive to be the deciding factor. The customer must be creditworthy 
from the national point of view as well as from the point of view of the industry 
and the lender. In present conditions in the exchange markets, the two 
points of view are not always the same. If demand for British turbine aircraft 
rises to the point of pressing upon capacity, sales on credit to buyers in soft 
currency countries—which are precisely the ones that will most surely demand 
credit—could conceivably prejudice delivery dates for cash sales or sales in hard 
currency. And, in any case, if the balance of payments faces a new strain, there 
will be instances in which it may be better not to sell at all than to sell on long 
credit—even granted the importance of seizing the technical opportunity, and 
of establishing markets now from which a replacement and maintenance 
demand may flow for years to come. 

In short, Britain’s credit-giving needs to be handled judiciously and with 
discrimination. It also needs ingenuity—for example, to protect a soft cur- 
tency position by staking a claim upon the airline's receipts in hard currency. 
So long as the finance flows through the experienced City channels, there will 





‘be fair assurance that these needs will be met. The industry's export prospects 


look good; but it must not assume that the export of aircraft is an overriding 
priority irrespective of the terms on which it can take place. 
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France’s Familiar Crisis 
By Charles R. Hargrove 


PARIS, October 17. 


LUS ca change, plus c'est la méme chose. Eighteen Governments have 

struggled against inflation in the nine years since the liberation, but 

the menace is still there. This is not belied by the recent statement of 
the latest crusaders, M. Laniel, the Prime Minister, and M. Faure, the Finance 
Minister, that there is now no need to fear a Treasury crisis until the end of the 
year. The Frenchman’s preoccupation with the state of the budget finances 
as an indicator of inflationary pressure is, of course, somewhat outmoded; and 
at any rate the Treasury has only been able to meet its obligations in recent 
months by means of advances from the Bank of France totalling some 180,000 
million francs. 

The main feature of this year’s crisis was that the Assembly had recourse to 
the favourite French device of delegating special powers to the Government to 
enable the individual deputies to escape responsibility for unpopular reforms. 
Unfortunately, the constitution of the Fourth Republic limited the scope 
of the special powers granted—fiscal reform, for example, was excluded 
altogether, and only a two-months’ period was allowed for the exercise of the 
special powers (the period expired at the end of September). But the Govern- 
ment made haste while its sun shone and decreed over a hundred minor reforms. 
It also decreed a few major ones—that is, it made some contribution towards a 
long-term solution of long-standing problems, such as the excess production 
of wine and sugar-beet and the rationalization of the outmoded system of 
distribution. The one decree that might be called bold—that raising the 
age of retirement in public and semi-public services—precipitated the wave of 
crippling strikes that swept the country in August, and it was tacitly agreed 
that its enforcement should be postponed indefinitely. Thus the special powers, 
much disputed as they were, have done nothing to strike at the roots of France's 
economic ulls. 

When Parliament resumed its activities early last month the Government 
found itself facing two particularly obstinate hurdles. The first was—and 
still is—fiscal reform (which proved the undoing of the most popular post-war 
Premier, M. Pinay); the other is the Budget, which has been the cause of 
so many political crises in the past. 

In the past seven years, ordinary revenue has, on average, covered only 
80 per cent. of total expenditure, ordinary and extraordinary. Moreover, the 
heavy outlays on reconstruction and development, not to mention rearmament, 
cannot easily be financed by medium or long-term loans, for years of rising 
prices punctuated by currency devaluations have undermined this traditional 
French form of investment. In an attempt to revive it, “ indexed ’’ loans 
whose capital value or yield or both are linked to commodity or gold price 
movements have been issued. But despite the limited success of this device, 
the Treasury has still had to have resort to finance by Bank of France advances 
to cover its commitments. The 1954 provisional budget estimates show a 
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deficit of 600,000 to 700,000 million francs, or little less than the 1953 deficit 
—even though, thanks to extra American aid in financing the Indo-Chinese 
war, the Government promises that total expenditure (as entered in the budget 
accounts) will fall below that of the preceding year for the first time since the 
war. It seems that the Government’s only chance of making the budget 
balance 1s by resort to the trick of what it calls “‘ debudgetization ”’ of expen- 
diture that formerly figured in it. The finance for this expenditure is to be 
obtained from the market or the banks. There are some signs that the market 
is looking on Treasury issues—at least on “ indexed ”’ and traditional lottery 
loans—more favourably; and increased bank liquidity and reduced pressure 
for credit has resulted from the recent economic recession. This made it 
possible for the Bank of France to agree to the reduction of the Bank rate from 
4 to 35 per cent. (on which the Government insisted on the extraordinary 
srounds that lower rates would help to reduce costs); in any case, this reduc- 
tion does not mean very much as it was not accompanied by a relaxation of 
other credit controls. 

The chief concern of the Government at the moment is the self-imposed 
and perhaps inconsistent task of reviving economic activity, and at the same 
time reducing the cost of living and balancing the budget. A revival of activity 
would mean revival of pressure for credit and seems to depend, at least in 
part, on a cessation of the modest downward movement in the prices of certain 
necessities that has taken place under official persuasion. Concessions have 
already been made to the lowest ranks of wage-earners, in the public service 
and in private industry, and to pensioners and families receiving social security 
allowances. The peasants are agitating vigorously for better payment for 
their products, and it is difficult to see how the Government will find it 
politically possible to refuse their claims. Industrial wages are governed by 
M. Pinay’s sliding-scale law; the rise of a few points in the cost-of-living index 
raises them correspondingly. 





THE EXTERNAL DEFICIT 

The other half of the familiar pattern of French crisis, the chronic unbalance 
of the external finances, has left the Laniel Government as baffled as its pre- 
decessors. The only new measures that have been taken so far have been the 
extension of export subsides to countries behind the Iron Curtain and a 
limitation on the use of exchange retained from export earnings to the finance 
of imports of specified essential goods. Yet the situafion is serious enough. 
In the first nine months of this year imports exceeded exports by Frs. 179,000 
millions. By the end of September, the cumulative deficit with the European 
Payments Union amounted to $780 millions, of which $463 millions has had 
to be settled in gold. Yet all liberalization measures were cancelled early last 
vear, and exports heavily subsidized. 

The vital prop to the French balance of payments is, of course, the much- 
abused expenditure of the American Government in, and its aid to, France. 
The grand total of dollar receipts from these sources amounted to $690 millions 
in the year ended on June 30 last and is put at the huge sum of $1,462 millions 
for 1953-54. The result is that France has more of a sterling than a dollar 
problem. The Government is understandably following the example of its 


predecessors and_setting its face against devaluation, in spite of the fact 
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that French costs of production and sale-prices are 10 to 20 per cent. higher 


than those of competitors in world markets. 

The restoration of sanity to the French economy and finances demands basic 
structural reforms that have still to be undertaken. M. Paul Reynaud declared 
publicly in May, when he was an unsuccessful candidate for the Premiership, 
that more reforms were needed than were needed in 1789, and another important 
political leader whose word carries weight in economic as well as political 
circles, the “‘ Bevantste’’ M. Mendes-France, declared, at the recent Radical 
congress, almost proudly: “‘ We are in 1788". The August strike quite clearly 
reflected a deep and widespread popular discontent with things as they are 
to-day—and with the way they have been handled these many years. The 
mood in France to-day is said by some observers to approach despair or even 
‘ pacific insurrection "'; and with the delicate balance of power between the 
democratic and totalitarian parties, there is a real danger that the extremists 
will succeed in exploiting the situation to serve their ends. 

France to-day has, indeed, a set of institutions that its foes might well have 
made to order: a constitution that might have been devised to ensure instability 
of government; an electoral law defying common sense and common justice; a 
system of direct and indirect taxation which, as administered, leaves the door 
wide open to evasion by those fortunate enough to work on their own account; 
a theoretically self-financing social security scheme in which a heavy operating 
deficit accompanies acknowledg red abuses; a system of trading that harbours 
a host of superfluous intermediaries born of the years of scarcity and rationing; 
an agricultural industry that, although it employs one-third of the working 
popitetion Stitt Teaves ‘rance with a net import surplus of foodstuffs; and an 
industrrat structure in which highty efficient modem plants financed under the 
Monnet plan exist side av side Ww vith the backward state ‘of the average small 
roach business ie economic, social and political troubles of Fi rance that 
trave Tecurred with a regularity that makes crises almost continuous are all a 
reflection of these deep-seated ills. It is no wonder that M. Reynaud said in 
May that they have made France “ the sick man of Europe’. That must 
augur ill for Europe itself, until France finds the courage and the leaders to 
draw deep enough on its vast inner strength to achieve the revolution in 
institutions, in methods and in attitudes for which this “ vear of 1788" 
cries out. 
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Scotland’s Industrial Future 
By W. J. Jenkins 


Kingdom in a period of mild prosperity. There are, it is true, local 

pockets of unemployment, a future slump in shipbuilding is feared, and 
the continued drift of active men from the country is causing concern. But 
these difficulties must not be exaggerated. Unemployment in Scotland is still 
only 2.7 per cent. of the insured labour force (compared with 1.4 per cent. for 
Britain as a whole), many order books are filled for years ahead, and between 
1948 and the end of 1952 the index of production in Scotland rose by 11 per 
cent. (against a rise of 14 per cent. for Britain as a whole). As Table I shows, 
the mining and quarrying trades have put up a disappointing performance in 


TT ir Scottish economy to-day is sharing with the rest of the United 


TABLE | 
INDEN OF INDUSTRIAL PRODUCTION 
(1945 = 100) 

Total Index Manutacturing Industries Mining and Quarrying 

U.K. Scotland U.K. Scotland UK. Scotland 
194d a — 10O 100 100 100 100 100 
1949s i 106 1O4 107 105 103 [0] 
1950. 4 114 1o8 116 110 [04 99 
1951 ne = 117 [12 121 115 108 100 


1952 o% ee I14 itl rts 1i4 LO0Q Qo 


Scotland since 1948; but manufacturing production, after rising rather more 
slowly in Scotland than in England from 1948 to 1951, held up better north 
of the border last year. ; 

Moreover, Scotland can face the future with a much more broadly based 
industrial system than many people realize. The popular view that the 
Scottish economy is particularly vulnerable because it depends excessively on 
one or two groups of industries is exaggerated. As Table II shows, the distri- 
bution of manpower in Scotland is strikingly similar to that in Britain as a 
whole. The eleven largest Scottish industrial groups, in terms of manpower 
In 1951, were: building and contracting (151,000 workers), textiles (126,360), 
mechanical engineering (108,900), mining and quarrying (101,000), food, drink 
and tobacco (103,000), shipbuilding and marine engineering (76,000), vehicles 
(65,000), metal manufacture (64,000), paper, printing and publishing (53,000), 
clothing (41,000), and the chemical and allied trades (38,000). The order of 
precedence in these eleven industries is somewhat surprising; most people 
—if asked to make a guess—might have supposed that the really heavy 
industries would have been higher up the list. 
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Numbers employed do not, however, provide a full and true measure of 
the relative importance of the different industries. Table III, which is drawn 
from data published in the 1949 Census of Production, therefore seeks to 
indicate the relative value of production in the main industries. Once again, 
it will be seen that the division of production in Scotland is not so very different 
from that in England; perhaps the most notable divergences are that heavy 
and constructional engineering play a larger role, and electrical engineering 
and vehicle production a smaller role, north of the border. A rough estimate 


TABLE II 
DISTRIBUTION OF INSURED POPULATION OF SCOTLAND IN 1948 
(Per cent.) 
Agriculture, Mining 
Forestry and and Manu- Building, Transport, Finance,  Miscel- 
Fishing Quarrying facture ete. ote. ete. laneous 
Scotland .. 6.2 4.9 37.0 S.5 20.5 14.7 S.1 
) a ey 4.5 4.3 39.6 S.2 19.5 14.9 9.0 


suggests, however, that, in all the industries shown in Table III, the net value of 
output in Scotland was some g.2 per cent. of the net value of output in Britain 
as a whole; this is slightly less than the corresponding ratio of population— 
for 10.1 per cent. of the population of Britain lives in Scotland. 

These, then, are the basic facts that must le behind any study of the 
Scottish economy. The object of this article will be to discuss the prospects 
for future growth—on the assumptions that war does not intervene, that 
there is no major slump (on the scale of the 1930s), and that world trade 
becomes slightly and gradually freer rather than slightly and gradually more 
restricted. If these premises hold, low unemployment figures alone will not 
be a reason for self-congratulation. It will be on its ability to use existing 
manpower to produce more goods of better quality and wider range, more 
cheaply and with satisfactory delivery dates, that Britain will have to rely 
if it is to improve its precarious competitive position. The assessment can 
most conveniently be made after dividing Scotland’s industries into four main 
groups: the fundamental services of industry—coal, power and _ transport; 
the long-established heavy industries; the lighter industries, most of which 
have been developed within the last thirty or forty years; and the “ new 
industries ’’, based almost entirely on recent scientific discoveries. 


COAL, POWER AND TRANSPORT 


The prospect before the Scottish coal industry 1s discussed in detail in a 
subsequent article in this issue of THE BANKER. It will be seen from it that 
difficult technical and sociological problems will have to be solved before the 
official “ plan "’ of 1950—which aimed at increasing Scottish coal output from 
its present 23 million tons a year to 31 million tons a year by 1965—can be 
realized. But, on a balanced view, it still seems reasonable to suppose that 
the target will be reached. although probably later than was originally expected. 
If so, the future demands of Scottish industry should be met and a good 
surplus of coal for export mined. The biggest question mark may lie over 
coking coal. As old seams fail, however, new sinkings are being made and 
active research goes on. The possibility of producing town gas from low 
grade coal instead of from high quality coking coal is being studied, and 4 
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technical solution to this problem should eventually be found. It ought to be 
found soon enough to ensure that sufficient coking coal will be available to 
satisfy the increased demand of the steel industry when its expansion projects 
have been completed. 

In electrical power, Scotland is still proportionately a little worse off than 
the rest of Britain. The country houses 10.1 per cent. of Britain’s population 
but its electrical generating capacity (including Hydro-Electric Board schemes) 
is approximately g per cent. of the total British capacity. In the British 
Electricity Authority's plan for expansion until 1958, however, the Scottish 
share—added to projected hydro-electric expansion—ensures a fair proportion 
of the new capacity. Bigger projects are mooted for the 1960s; and—if these 
are carried out—Scotland’s electricity supplies should be in balance with its 
erowing demands. 

_ Transport is a more difficult problem. Scotland is distant from some of 
the main consuming centres, and this imposes a weakness in the economic 
position about which little can be done in present circumstances. Certain 
difficulties within its internal transport systems are, however, being resolutely 





TABLE III 
PERCENTAGE SHARE OF EACH INDUSTRY IN TOTAL NET OUTPUT IN ro4o 


Scotland U.K. 
Mining and Quarries: o/ oy 
Coal rv ‘a - oa ro in ” - tee $8.5 
Other mining, quarrying and brickmaking os Zn 3.9 4.3 
15.2 13.1 
Metal Trades and Engineering: 
Iron and Steel manufacturers 2s ie ne > 7.0 5-3 
Non-ferrous Metal manufacturing .. + “ - 0.9 I.5 
Heavy and Construction Engineering Va - a i4.4 6.4 
Motor Vehicle production .. 7 a — 54 0.7 4.5 
Motor Vehicle repair .. + 24 i 4 ie 0.5 0.7 
Aircraft production and repair a or “ i o.4 1.8 
Electrical Engineering and Radio .. ae - 94 +. 0.0 
Other Mechanical Engineering - a 4 - 10.4 S.5 
Miscellaneous Metal Trades .. a a ee a 4.3 6.3 
—- $0.9 — 41.9 
Textiles és Ss a a $3 - ‘a a Ir. 12.0 
Chemicals... = - ei i - - . 2.6 .9 
Food, Drink, Tobacco 4 - a - 2% se 14.1 10.7 
Manufacturing of Wood, Printing and Publishing i a Q.1 Pe 
Miscellaneous, Person Goods, Leather, Fur Boots, etc. + 2.9 4.9 
Other Industries... an ‘a we os — “% 3.4 3.2 


Total aie 7 - 100 100 


tackled; and there is room for cautious optimism here. For this group 
in general, therefore, it can be assumed that the essential services should be 
sufficient to allow expansion of the main manufacturing industries. What, 
now, of the prospect before those industries themselves ? 

The usual definition of heavy industries includes mines and quarries, iron 
and steel manufacture, non-ferrous metal manufacture, heavy and construction 
engineering and some types of mechanical engineering. As so defined, about 
43 per cent. of total manufacturing output in Scotland comes from this group. 
This is a high proportion, and some of the industries concerned undoubtedly 
lace a strenuous future. The most obvious shadow lies over the Scottish 
shipbuilding and repair industry, which is given fuller treatment in a later 
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article. Order books are full at the moment and output should be maintained 
for a few vears to come; but when these orders run off, severe overseas com- 
petition will undoubtedly be encountered—though a gradual easing of the 
steel position should lead to an improvement in delivery sequences that might 
bring in more new orders than is generally realized. But the industry clearly 
faces some difficult tasks 

The Scottish proportion of British steel production is smaller to-day than 
in the past, but plans for a major programme of new capital investment in the 
industry are well forward. They aim at a reduced dependence on scrap supplies, 
an increase in output and a reduction in unit costs. There are no plans yet 
for installing a strip mill in Scotland for sheet steel making. Such a mill would 
obviously be of great benefit in ensuring supplies of sheet steel for new light 
industries; but Scotland is unlikely to get one unless it can prove that it 
would be more economic to build a mill within its own boundaries than else- 
where in the United Kingdom. 

The rest of the heavy engineering industry in Scotland is still prosperous, } 
and produces a substantial proportion of Britain's total output, particularly in 
marine engineering, coal cutting and loading machinery, locomotive building 
(though not for British Railways) and general constructional engineering. If 
there is a reduced demand from the shipbuilding industry, however, these 
industries will have to look around for new markets. The industrialization of 
backward countries may provide many new opportunities for heavy engineering 
products; but, on the whole, it is probable that greater efforts to expand 
interests in light engineering will have to be made. Whether this switch of 
emphasis occurs or not, much will depend on the maintenance of good labour 
relations and on the ability of management and the higher executives in 
industry to make certain that production methods are streamlined and that 
the competence of the design staff is maintained at a high level. In recent 
vears there have been interesting developments and heartening signs of a 
willingness to experiment—for example, in the experimental peat-burning 
power plants and the entry of some big shipbuilding firms into the heavy 
electrical plant and turbo-alternator manufacturing industries. But, as com- 
petition increases, intensified interest will need to be taken in new scientific 
developments and they must also be accompanied by a much greater recruit- 
ment of science and engineering graduates, in which Scottish industry 1s 
lagging behind to-day. 


THE LIGHTER AND NEWER INDUSTRIES 





Scotland's “ light ’’ industries—on the definition used here—comprise indus- 
tries making the standard range of chemicals (including explosives), electrical 
machinery, electrical goods, motor vehicles, aircraft, metal goods, the lighter 
type of mechanical engineering, business machines, clocks and _ clothing. 
Products in this group are generally of the ‘ higher-price ’’ type in which 
the value of the raw materials is considerably enhanced by the know-how and 
skill of the fabrication processes. At present Scotland lags far behind England 
in this field. It can be estimated from Table III that this ‘‘ light industrial 
group ’’ in Britain as a whole contributed some 23 per cent. to the value of the 
full range of production in 1949; but in Scotland its contribution was only 
13 percent. In individual industries Scotland’s shortfall is even more striking; 
and, for the group as a whole, it may have deteriorated in the four years since 
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1949. Present indications do not suggest the start of a major Scottish advance 
in this field. 

There are, of course, some bright spots. Scotland is well placed in the 
manufacture of industrial explosives, detonators and fuses; it supplies the 
bulk of British demand for these and has a leading position in the world export 
trade. This industry possesses one of the largest. research organizations in the 
country and its prospects of retaining a pre-eminent position are good. The 
massive developments in oil refining at Grangemouth have also brought great 
benefits to Scotland; and in the future there should be further increases in 
the throughput of crude oil and in the range of primary and intermediate 
chemical products from the associated petro-chemical factory. It is unlikely, 
however, that a growth of secondary and tertiary industries based on oil will 
occur in the vicinity, since it appears more economic to send the chemical 
products south for subsequent utilization. Elsewhere in the chemical industry, 
efforts to extract useful new products from seaweed may in the course of time 
become more fruitful; and more sulphuric acid, dyestuffs, pharmaceuticals, 
products for the paint, plastics and synthetic resin industries, and for the 
detergent industries are likely to be made. But these increases, unfortunately, 
are unlikely to be of really major significance; every new assessment of 
Scotland’s prospects in these fields comes up against the sad facts that the 
general trend of development is already well established, and that new projects 
are likely to go forward more quickly south of the border, where nearness to 
raw materials, supporting and consumer industries Is a critical advantage. 

In the electrical machinery industry, by contrast, the prospects for expan- 
sion in Scotland seem good; experience gained in fulfilling orders for the 
North of Scotland Hydro-Electric Board should be particularly valuable when 
future hydro-electric projects are planned for backward countries. The 
lighter engineering industries can also take comfort from the success of the 
industrial estates. Nearly half the total labour force on these estates 1s 
employed in new and important industries that Scotland hitherto lacked; 
watches, clocks and business machines are becoming important Scottish 
products. But the industrial estates, after all, still employ only 50,000 workers 
altogether; in the next few years a gradual increase can be expected, but the 
rate of expansion is likely to be much smaller than in the recent past. 

Two other industries in which Scotland has a much smaller interest than 
England are machine tools and the vehicles and aircraftandustry. In machine 
tools, some progress is being made, and a project fostered by the Scottish 
Council is stimulating interest in precision engineering; but, apart from one 
large factory making commercial vehicles and the activity of the Rolls-Royce 
factories, Scotland is still not producing many more aircraft or cars, and its 
prospects on this score do not look bright. Among the consumer goods indus- 
tries (as distinct from the “ light ’ ’ industries s, as here defined), textiles account 
for 11.8 per cent. of the net v value of Scottish manufacturing production, com- 
pared with a figure of 12 per cent. for Britain as a w hole; discussion of the 
long-term prospect of the textile industry, however, would be a separate 
article in its own right. Something should be said here, however, about the 
tourist industry, w hich has made rapid progress in recent years and can now 

claim to be the sixth most important industry in Scotland; further exploita- 
tion of the country’s natural assets is clearly possible, and the boldly conceived 
plans of the Scottish Tourist Board deserve the utmost support. 
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There remains—the fourth group—the new industries, based on recent 
scientific innovation, which are obviously destined to plav a great part in 
Britain’s industrial future. They include anti-biotics, vitamin products, 
synthetic fibres, detergents, titanium, zirconium, lithium, telecommunications. 
radio and valves, radar, television, sound recording, industrial electronic 
apparatus, high vacuum engineering, atomic energy equipment, guided missiles, 
and many others. 

Scotland has its foot inside this all-important door, but only just. The 
new synthetic fibre “ ardil ” 1s now being made at a large modern factory near 
Dumfries, and another factory is interested in vacuum engineering. The 
Scottish Council has formed a committee to study possible Scottish manu- 
facture of atomic energy equipment. In the electronics industry the Ferranti 
organization, with its large scientific staff, is an important national asset; and 
the formation of a Scottish electronic group (encouraged by the Scottish 
Council in association with Ferranti, relevant Government departments and a 
group of other smaller industrial concerns) is a most hopeful sign. Frankly, 
however, when compared with the surge of activity in England and leading 
industrial countries abroad, Scottish progress in most of these industries has 
been disappointing in research, original design, development and production. 


SHOCK TREATMENT NEEDED 

The basic dilemma before Scotland's economy should by now be clear, 
The main strength of Scottish industry has always lain in its heavy industries. 
They have served its interests well in the past, and in the years immediately 
ahead their output should expand; but, on the long view, the relative impor- 
tance of heavy industries throughout the world will probably decrease as the 
development of the newer industries gains momentum. The great problem 
facing Scotland is how, at this late stage, it can make good its existing leeway 
in the lighter industries (which we have called Group III) and make a more 
effective entry into the scientifically-based industries of the future (Group IV). 
The analysis above suggests that, to achieve these aims, some treatment of a 
shock character will be required. 

The possibilities of such treatment—and some of the instruments with 
which to administer it—already exist. Anybody searching for favourable 
factors that should help Scotland to take advantage of the trend towards 
lighter and newer industries can come out with an impressive list. Skilful 
use is already being made of the loyalties of Scotsmen abroad and of the 
reputation enjoyed by the Scottish trade mark the world over; and reputation 
is going to be very important in the new quality industries. Scottish labour 
is reacting most successfully to the modern technical and organizational 
methods employed in some of the new trades; but knowledge of these methods 
needs to be spread more widely through the general body of Scottish industry. 
The Mechanical Engineering Research Station at East Kilbride is an excellent 
example of the sort of body that might do much in helping to direct the 
engineering industry into new fields, if it is given full support. Over-concen- 
tration of industry in the industrial belts of England may, at a later date, 
re-direct attention to Scotland. Last, but by no means least, the Scottish 
Home Office, Government Departments and the long list of official and semi- 
official bodies specifically interested in Scottish affairs are doing devoted 
propaganda and technical work of the right kind; and Scotland should gain 
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from the increasing ventilation and diagnosis of industrial problems at West- 
minster and in the Press. Unfortunately, however, most of these favourable 
factors are of an indeterminate nature; it is easy to adumbrate the possible 
benefits to which they may give rise, but if such adumbration detracts 
attention from the harsh reality that greater progress is actively being made 
south of the border it will do more harm than good. 

Scotland, in short, will only be able to attain as high a proportion of British 
output in the new industries as it already holds in the established heavy 
industries on one condition; and that condition is that it shows the same 
qualities of vision, courage, resource and enterprise in galvanizing these new 
industries into life as it showed in creating and developing the heavy industries 
long ago. There will be many requirements: on the part of the research 
and design staffs, new inventive ability in fresh fields; from managers and 
production staff, increased organizational and technical skills, involving the 
recruiting of a larger force of science and engineering graduates; the training 
of a bigger force of skilled workers; and throughout all ranks of industry a 
more vital spirit of co-operation. New industries will make heavy demands on 
capital, and investment will be called for on a large scale; but Scotland will 
attract these necessary investible funds only if its technical and managerial 
resources seem better equipped to handle them than those in other areas of 
Britain. Above all, however, the situation demands powerful and resourceful 
leadership to give impetus and direction to the whole movement. 

Compared with the existing rhythm, the necessary re-orientation of effort 
will be a major one—although not comparable with that involved, for example, 
in the successful re-creation of the industry of Western Germany since 1948. 
The leading article in this survey in THE BANKER last year commented on the 
reaawakening of the Scottish national spirit. The needs of the hour would 
appear to demand that this reawakening should not be directed mainly towards 
politics, but that it should find in industry and manufacture its principal 
feld of endeavour. 


Shipbuilding: The Steel Bottleneck 
By David Murray 


HE story of the experience of the Scottish shipbuilding industry since the 

depression of the 1930s, of its present performance and of its future 

prospects, can be captioned in one word: “steel”. In a hundred 
speeches and reports, that word has been well ground into the consciousness 
of those who make, run and use ships, and of those who are concerned to assess 
the promise of an industry so vital to Scotland—and, be it added, to Britain’s 
whole economy. For Scotland, with about one-tenth of the population of 
Britain, builds about 40 per cent. of its sea-going tonnage. To an extent 
unequalled in the rest of Britain, shipbuilding is a key trade in Scotland, 


cornerstone of the industrial structure. And to-day the greatest problem 


before the industry is that it is afraid to lay its steel basis on a firm enough 
foundation to take advantage of periods of full employment, for fear that it 
may prove over-expanded if recession comes. 
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In bald figures, the position looks sound enough. Launched output is 
running at an annual rate of around half a million tons; that is rather less 
than last year, but it must be remembered that shipbuilding activity does 
not lend itself to exact comparison of tonnage by the month or year. Launchings 
often tend to bunch together, and each of these bursts of activity on the slips 
produces a corresponding bulre in “ output ", if this is measured by tonnage 
launched. But the statistics as a whole—of tonnage building as well as 
launched—show that the yards have been working at a fairly even rate in 
the past few years. 

The future, however, as reflected in the order books, does not present such 
a satisfactory picture. The flood of new orders of a year or so ago has fallen 
away to a comparative trickle; a still more ominous sign is that a number of 
orders for sizable vessels—both tankers and dry cargo ships—have actually 
been cancelled. At the same time, contracts that might until recently have 
been placed in Scotland have been lost to competitors abroad. None the less, 
the future position is fairly well cushioned by a very considerable booked 
tonnage. This may, of course, be pruned down still further; but on paper at 
least it is adequate to sustain the present output for three or four years ahead. 
And the shipbuilding firms are exerting every eftort to gird themselves against 
vrowing overseas competition. This is now becoming particularly acute from 
both Germany and Japan; and the forbidding long-term prospect is reflected 
in the estimate that world shipbuilding capacity may soon reach double that 
required for normal replacement (estimated at three to four million ‘tons a 
vear). Most of the Scottish firms have therefore undertaken ambitious—and 
expensive—schemes to improve their equipment and layout. 

The Scottish yards are, indeed, abreast of anything in the world in their 
technical facilities for building and fitting out vessels of quality, and they are 
well in advance in many departments of research. But, when all is said and 
done, the whole assessment hinges on steel, and especially on steel plates, 
Leading Scottish shipbuilders have long maintained that they have never, 
for years on end, obtained more than sixty, per cent. of the steel they need to 
keep building at capacity. Their steel deliveries have been not only inadequate 
but also erratic; and even in cost calculations the question of the adequacy 
and smoothness of steel supplies has actually overshadowed the price paid 
for them. Now that the miscellaneous shortages of stores and fittings have 
been largely eliminated—at least in the sense that substitutes are available— 
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the Scottish yards contend that, had they secured sufficient steel, they might 
well have launched and completed at least 50 per cent. more tonnage than 
they have lately done. That would have gone far to still the clamour from 
shipowners for earlier deliveries; and it would possibly have done more to 
pull down costs than all the detailed efforts to secure improved production 
methods and a more efficient use of labour. 

The problem of steel scarcity stems from the depression of the thirties, 
when the shipbuilders wiped out and sterilized about half their berths. Faced 
with a permanent stunting, as they thought, of a major market, the Scottish 
steel] makers scrapped one plate rolling mill after another. They left only three 
—one each in Glasgow, Motherwell, and Cambuslang. These are all modernized 
and high-capacity units. But their total rolling capacity is not greatly different 
from that of the dozen or more mills that were active in 1g20—when the 
Scottish shipyards turned out 50 per cent. more tonnage than they do to-day. 

Especially in the light of new trends in the usage of plates, these remaining 
plate mills are quite incapable of meeting the full weight of demand at peak 
levels. Mainly as an outcome of dev elopments in welding both the ship- 
building and the structural e ngineering industries require to-day a greater 
proportion of plate material than they did formerly; it is easier to weld a big 
beam out of plates than to rivet sections together. In shipbuilding, welding 
dispenses with the overlap necessary for riveting, but the plates have to be 
thicker. In the inside of the vessel, troughed and flanged plates have replaced 
many of the steel sections, special and otherwise. The result is that the ratio 
of plates in a dry cargo ship has been stepped up from two to one to four 
toone; and in a tanker the ratios rise to as much as six to one. The relative 
demand for plates has also been swollen by the fact that tankers now bulk 
particularly large in launchings and in order books. That is why plates still 
constitute the same bottleneck in deliveries in 1953 as they did in 1937— 
though ingot output has risen very considerably in the interval. 


How Mwucu STEEL PLATE ? 

What are the prospects for greater stability in shipbuilding costs through 
an improved supply of steel plates ? Little hope can be placed on squeezing 
more output from the existing mills. A general slump would solve the problem 
by reducing demand from other industries; but it would simultaneously cut 
awav most of the basis for the shipbuilders’ own demand. New ship orders 
have already fallen, and cancellations risen, as a result of the relatively moderate 
fall in shipping freight rates and in the resale prices of second-hand ships that 
has occurred in the past eighteen months or so. The plate shortage could, of 
course, be relieved by another increase in imports; but where from ? 

Finally, additional plate rolling capacity could be laid down. It would, 
however, take several years to lay down a new plate mill, and there is no present 
sign of a start being made. The reluctance of the Scottish steel makers to 
expand steel plate production by building a new unit is apparently based on 
their fear of being loaded with surplus capacity in the future. This attitude, 
maintained against strong pressure from plate consumers, is rather hesitantly 
expressed in an article entitled “‘ How Much Steel-making Capacity ?”’ in 
the September bulletin of the British Iron and Steel Federation. In Scotland, 
the argument is strengthened by the fact that the construction of an additional 
plate mill would require the simultaneous creation of additional capacity for 
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production of iron and steel as such. The sad conclusion must be that the 
steel needs of Scottish (and for that matter English) shipbuilders are unlikely 
to be satisfied save in a general recession; and they will then be satisfied 
partly by reason of a decline in shipbuilding demand itself. The shipbuilders’ 
other big difficulty, the difficulty in quoting firm prices, is also largely a direct 
consequence of policy in the steel trade. In the old days, the shipbuilders 
were able to make firm forward purchases of materials against their commit- 
ments. But when steel prices were fixed by list, and subjected to “ escalator ” 
clauses for variations in raw material prices, ship prices were unfixed. When 
the steel makers solved one problem for themselves they made another for 
the shipbuilders. The inability of British shipbuilders to quote firm prices 
is perhaps their greatest handicap in the international market. Now that 
there are some signs of a halt in the endless wage-price spiral, and consequently 
some prospects for a stabilization in labour costs, the key to advance on this 
front appears to lie unreservedly in steel policy; and that, at the moment, 
is of necessity something of an unknown. 


Why Scottish Coal Output is Lagging 
By Alex. Conner 


O single factor so vividly illustrates the change that has come over the 
IN manpower position in the Scottish coal-mines in the past two years as 

the proposed transfer of men from Scottish pits to the West Midlands 
Division of England. The transfer proposed is not large, but the mere fact 
that such a move is contemplated is tantamount to an admission by the 
Coal Board that the number of men in the industry in Scotland has reached, 
and indeed exceeded, its peak. This admission may seem to sit very oddly 
beside the woeful fall of Scottish coal production behind the targets that 
have been set for it. The situation in the industry obviously cries out for 
detailed examination. 

The trend of Scottish coal output in the past seven years has been acutely 
disappointing. In 1946, when the pits passed to public ownership, that 
output was 22.6 million tons. The famous “ plan for coal’’ set a target of 
30.5 million tons for 1965; this target was to be reached with a manpower 
of 76,000 (compared with the present 83,000), and it therefore demanded an 
increase in individual productivity of the order of 30 per cent. No time- 
table for the rate of increase was ever published, but the former chairman of 
the Scottish Division of the Coal Board, Lord Balfour, indicated in 1949 that 
output by then should have reached at least 500,000 tons a week, or 25 million 
tons a year. In fact, however, output in 1952 was 23.3 million tons—and it 
has been lower still in 1953 to date. In plain language, and in terms of coal 
landed on the pithead, the Scottish Division has made no progress at all 
towards the “ planned ”’ targets in the seven years since nationalization. 

The shortfall has been due to a lag in productivity. It has not, as some 
people have alleged, been due to any failure of the scheme for redeployment 
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of labour. On the contrary, this scheme has proved a distinct success. The 
background to it is that the central coalfield in Scotland, for long years the 
main centre of production, has been showing signs of exhaustion for more 
than twenty-five years; many collieries have been closed down in Lanarkshire in 
this period, and those remaining, with one or two exceptions, are pale shadows 
of their former selves. The Board’s problem has been to persuade men dis- 
placed in these old pits to move lock, stock and barrel to the new or developing 
fields on the periphery of, and beyond, the Lanarkshire coalfield—the Forth 
valley, Fife (especially East Fife), the Lothians and Ayrshire. 

To this end every encouragement has been offered to the men to transfer 
voluntarily. Housing accommodation has been made available for married 
men, financial assistance has been given for removal expenses and the prospect 
has been held out of a lifetime's employment in the developing areas. At 
the same time miners who have been out of the industry for many years have 
been invited to return. These inducements have worked. Men have come 
forward in sufficient numbers to meet the needs of all collieries able to employ 
them. After a long period during which the intake seemed to be lagging 
behind schedule, it has suddenly improved, so that the industry has been 
able to announce that it is no longer an open door for any and every kind of 
labour. Only one class of labour—juvenile labour—is in demand to-day; 
there is no longer work in the pits in Scotland for elderly, inexperienced or 
unsuitable labour. The decision to allow—indeed to ask—men to transfer to 
the West Midlands in England indicates a need for shedding the surplus. 

The truth is that the change in emphasis in Scottish coal-mining from 
Lanarkshire to the developing fields was always bound to be a change in terms 
of coal produced rather than of men employed. Talk of the migration of 
100,000 people from Lanarkshire to the east in the first flush of enthusiasm 
for the grand plan was always utter rubbish. In detail, the target for the 
Fife area is that 11 million tons should be produced by 24,800 men in 1965; 
this compares with the 1o million tons that were produced by 30,000 men 
forty years ago, and with the 6} million tons a year that are produced in 
Fife (excluding the Clackmannan pits) by 22,700 men to-day. It follows that, 
for the manpower plan to be achieved, another 2,000 men will need to be 
transferred in the next twelve years—almost exactly the same accretion 
of labour that Fife has already enjoyed under the migration scheme to date. 
similarly, developments in Midlothian and East Lothian will need a total of 
14,000 men in 1965, of whom 13,000 are already in the area. No “ mass 
migration ’’ is required. 

The real difficulties lie not so much in the labour situation as in the 
problems that have beset the programme of capital development. The 
plan for coal’’ indicated that there should be £64 millions of new capital 
expenditure in Scottish coal mines before 1965; of this, £21 millions was to 
bein Fife, £17 millions in Ayrshire, {13 millions in the Lothians, {10 millions 
in the Central East section, and £3 millions in the Central West. As one 
part of this programme it was decided to sink between ten and twelve new 
pits to work deep virgin fields in various parts of the country; as another, 
it.was decided to press forward with vigorous development of existing col- 
leries with adequate reserves still to work. New collieries on which a start 
has already been made are Glenochil, Bowhill, Bilston Glen, Rothes, Kinneil, 
Killoch and Monktonhall. Others about to be started are a new sinking near 
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Musselburgh, one in East Fife and one at Airth in Stirlingshire. Each of 
these mines is scheduled to produce from 3,000 to 5,000 tons of coal a day. 
Scotland’s largest colliery at present, Michael Colliery, has an output of about 
2,800 tons. The Michael shaft has been deepened and developments now in 
hand are intended to increase output there to an estimated 5,000 tons a day. 

It should be noted, however, that these new sinkings that have been 
started, together with those that are not yet under way, are deeper than the 
general run of pits in Scotland. This makes protracted sinking operations 
inevitable, and the prospects that the new pits will be at full pitch by their 
appointed dates are frankly not very bright. A case in point here is Comrie 
Colliery in Fife, which is generally regarded as Scotland’s showpiece. It was 
started in 1936, and was designed for an output of 4,000 tons a day. But its 
output has never yet touched 2,000 tons a day. This may or may not be 
due to exceptional factors; but it is a clear moral that hopes are not always 
realized in mining even when the project starts from scratch and when no 
expense is spared. 

A rather recent feature of Scotland's investment plan has been an extensive 
programme of surface mining to work small but handy areas of coal. New 
surface mines are short-term in their effect. They can be brought into pro- 
duction in a matter of months, compared with years for deep sinkings. Their 
merry life of high productivity is, however, necessarily a brief one; and already 
a number that came into production only after nationalization have exhausted 
their reserves and now are mere names in the official records of the industry. 
Roughly speaking, however, new surface mines have up till now managed to 
offset output lost by the need to close old pits. So far since 1946 the Divi- 
sional Coal Board has shut down 50 collieries with a loss in output of over 
1 million tons a year, but has rather more than made up for this by opening 
about 40 surface mines. By the end of 1965 the plan lays down that 100 
deep pits should have been closed with a loss of 5} mullion tons annual 
output; it will be difficult for new surface mines and major reconstructions to 
make up for that. 

This prospect has led the Scottish Division to go slower than it originally 
intended in its plan to close down the stragglers. In an attempt to keep up 
production, it has of late pursued a policy of working uneconomic pits. In 
the six years up to the end of 1952 one group of five collieries operated at a 
loss of £2 millions, and there are pits in production to-day with an output per 
manshift of as little as 12 cwt. They are being allowed to die gradually. 
The failure of the developing areas to increase output as quickly as had been 
expected is ensuring a protracted life for old pits now working corners of coal 
in thin seams whose only virtue, in many cases, is their quality. This 1s the 
measure of the sickness in the industry. 

The accounts tell the story of this switch in emphasis. From 1947 to 
1950 inclusive, the Scottish Division of the Coal Board showed a profit. In 
Ig5I it operated at a loss of £551,000, and last year at a loss of £4,159,000 
before charging interest. A very steep advance in the price of coal may have 
done something to restore paper balance to the accounts this year, but that 
remains to be seen. With manpower up since nationalization, but output per 
manshift so far down that total production is static, nothing is clearer than 
that Scottish coalmining will drift to disaster unless some sense of urgency }S 
shown by all in the industry, and a real effort is made to raise productivity. 
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American Review 


OR the first time since the recession year of 1949 America’s gross national 

product has fallen. It was running at an annual rate of $371,000 millions 

from July to September, fractionally below the annual rate of $372,400 
millions from April to June, although still well above the average level of $348,000 
millions in 1952. The rate of personal consumption continued to rise in line with 
disposable incomes between July and September, but this was more than offset 
by a decline in Government expenditure and in inventory accumulation. 

~ The level of Government expenditure fell by nearly $2,000 millions below the 
second quarter's annual rate of about $59,000 millions. This reflected a drop in 
defence spending; expenditure on some military stores has been reduced following 
the Korean truce, and third quarter shipments to allied nations were lower. It has 
been suggested recently that defence expenditure might fall again, by an annual 
rate of $2,000 millions, in the fiscal year beginning in July, 1954. But final schedules 
under the existing defence programme are far from completion, and Mr. Malenkov’s 
hydrogen bomb may blow up these plans for economy. 

- Inventory accumulation fell from an annual rate of $8,800 millions to one of 
$5,500 millions between the second and third quarters. However, business 
expenditures on new plant and equipment were slightly higher—in line with earlier 
estimates—and although residential construction turned down moderately, total 
construction was at a new peak rate of $35,300 millions. Present estimates suggest 
that equipment expenditures are likely to fall in the fourth quarter. It also seems 
likely that a close control will be kept on inventories, since stocks of many durable 
goods are still relatively high and there is no dearth of raw materials. Retail trade 
is said to have picked up rather well towards the close of September. In August, 
however, total business sales declined by $1,500 millions to $48,400 millions, while 
inventories were about $600 millions higher at $78,800 millions. The rise in stocks 
was concentrated mainly in the hands of manufacturers, with retail sales modestly 
below July levels. 


PRODUCTION DRIFTING LOWER ? 


The index of industrial production also appears to tell a story of a slow drift 
to lower levels. The Federal Reserve Board has revised its estimate of industrial 
production in August to 236 per cent. of the 1935-39 average (the preliminary 
hgure was 238) and the initial estimate for September is 234. The main setback 
during August was in durable goods, where output (on a seasonally adjusted basis) 
has now come down by about 7 per cent. since the spring peak and where further 
adjustments may be needed to correct excessive stocks. The total fall in industrial 
production since the spring peak is now nearly 3 per cent. 

The slower rate of inventory accumulation has been reflected in a fall in com- 
modity prices. Moody's index of spot prices (based on 193I = 100) was below 
394 in mid-October, compared with the 1953 peak of 427 that was reached in July; 
the fall from the “‘ post-Korean peak’ is now almost 30 per cent. Seasonal 
weakness in farm commodities has accentuated the decline, but a major influence 
has been the softness of prices for steel scrap. These fell by about $10 to $34 a 
ton in a few weeks from mid-August. Steel scrap is always a volatile market; 
and although the scope and pace of the decline certainly suggest a fairly lean 
outlook for the steel producers in the months ahead, it is possible that the move- 
ment was exaggerated by the accompanying decline on Wall Street (which has 
been in better mood within the last few weeks). Wholesale prices of manufactured 


goods have shown no marked changes and retail costs still edge upwards. 


The steel industry, at least, seems to have regained some of its courage in 
recent weeks. Mr. Benjamin Fairless, the President of U.S. Steel, has forecast 
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that the industry will hold to a rate of about 95 per cent. of capacity for the 
remainder of this vear. The motor manufacturers seem to be less confident, 
responsible trade estimates suggest that output of cars may soon fall to a weekly 
level well below 100,000 (against 135,000 in mid-summer). Moreover, in many of 
the heavier industries (such as machines, machine tools and foundries), the debate 


American Economic Indicators 





1953 
1950 1951 1952. ——-—-— —__—_. 
May june july Aug. 
Production and Business: . 
Industrial production (1935-39 =100).. 200 220 219 241 241 233 236 
Gross private investment (billion $) .. 50.3 55.5 52.1 - 61.0 — mae 
New plant and equipment (billion $) .. 20.0 25.60 26.5 -—- 25.0 — — 
ar eee (million >) _ .« 2,390 2,574 2,094 2,909 2,560 2,970 2,045 
Business sales (billion $) ay a —- 44-5 45-6 49.3 49.3 49.9 48.4 
Business stocks (billion $) ea a — 74.0 74.7 7.3 77.5 78.1 78.7 
Merchandise exports (million $) = 9560 1,104 1,095 1,430 1,374 1,346 — 
Merchandise imports (million $) 739 OI4 893 920 034 O02 <n 
Employment and Wages: 
Non-farm employment (million) .. 52.4 53-9 54-4 55.2 55.2 55.2 50.1 
Unemployment (‘000s) <s 3,142 1,879 1,673 1,502 1,502 1,545 1,240 
Unemployment as °% labour force 5.0 3.0 ae 2h 2.4 2.4 1.9 
Hourly earnings (mfg.) ($) ae -» Beet 1.59 1.67 .. ‘97 «97 7 
Weekly earnings (mfg.) (S) > 59.33 64.71 67.97 71.63 71.63 71.51 71.60 
Moody commodity (1931 =100) spose a 335 .} 419 415 422 415 
- 347 451 399 
Farm products (1947-49 =100).. «5 Q@F7.5 283sq 507.0 07.9 95.3 97-9 96.3 
Industrial (1947-49 =100) o. .. 105.0 115.9 113.2 113.5 113.8 114.8 114.8 
Consumers’ index (1947-49 = 100) .. 102.8 I11.0 113.5 I14.0 I14.5 114.7 115.0 
Credit and Finance : 
Bank loans (billion §$) 52.2 57.7 64.2 05.5 605-5 65.7 66.0 
Bank investments (billion $) 74.4 74.9 77.5 72.0 3926 97.4 Wa 
Bank loans (weekly) (billion §) 17.5 21.0 232 22.3 22.5 22.60 22 
Consumer credit (billion) 20.5 21.5 25.7 20.7 27.0 29.2 ta 
Treasury bill rate (°,) 22 1.55 Lo? 2.2: 2.43 2.10 2.08 
U.S. Govt. Bonds rate (°,) = -< ae a. 2.65 3.09 3.09 2.990 3.00 
Money supply (billion $) - .. 180.6 189.8 200.4 192.1 192.4 193.0 193.4 
Federal cash budget (-+- or--) (million $) + 450 —1,244 —1,641 — — 2,375 a — 


Notes.—Latest figures are preliminary or estimated. For 1950-52, actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money supply, 
bank loans and consumer credit show amounts outstanding at the end of the period. Moody's 
spot commodity index shows high and low, 1950-52, and end-month figures this vear; other 
commodities show monthly averages. Investment figures, 1953, are quarterly and at annual 
rates. Weekly bank loans are derived from partial returns only. Budget figures are cash totals 
1950-52, and quarterly 1953. 
is no longer centred on a prospective decline, but on the probable pace and 
extent of a decline that is already beginning. Initial estimates of plant and equip- 
ment expenditures for 1954 are awaited with considerable interest, despite a fairly 
general view that they will not be excessively gloomy. 


“ Easy Money” Poiicy IN FULL SWING 

One significant pointer within the past month has been the much more positive 
line taken by the Federal Reserve Board in supplying new cash to the banking 
system. Although purchases of Treasury bills by the Reserve System have not 
been especially aggressive (they totalled about $370 millions in the five weeks to 
October 7) they have taken place at a time when the commercial banks were well sup- 
plied with reserves, and to the accompaniment of a continuing decline in the Treasury 
bill rate—to below 1.4 per cent. at one time, the lowest level for about two and a 
half years. The Treasury has brought itself into line with this trend towards 
cheaper money by revising sales terms for its non-marketable savings notes. 
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series B of these notes, recently in issue, were offering a yield of 2.16 per cent. 
over sIx months and 2.47 per cent. to maturity in two years, and they were redeem- 
able in four months for cash; but yields on the new Series C range from 1.56 per 
cent. tO 2.2I per cent. 

The commercial banks are reasonably flush with funds as commercial loans 
have failed to expand on the scale anticipated—yet another pointer to cautious 
inventory buying and expectations of a rather lower level of activity. From the 
seasonal low point of $22,600 millions in mid-summer, loans of weekly reporting 
banks rose by only about $500 millions up to October 3, or by one-half as much as 
last year. Treasury borrowing also seems likely to be much below earlier estimates, 
although the rigid “ ceiling ”’ of $275,000 millions on the Federal debt is already 
having some odd consequences. To stay within that limit the Treasury may 
have to draw upon its fund of “ non-monetary” gold, and it is trying to shift 
commodity finance away from the Commodity Credit Corporation to the com- 
mercial banks. 





International Banking Review* 


Argentina 


Hk Anglo-Argentine Consultative Committee has agreed upon an extension 
to the trade agreement concluded last December, bringing the total value of 
goods to be exchanged to £104 millions. The new schedules that have been 
drawn up represent a belated move by Argentina to fulfil her original undertakings 
to buy substantial quantities of British essential and semi-essential goods in 1953; 
Argentina has hitherto restricted her purchases from Britain to sterling oil supplies 
and very small quantities of capital goods. Trade exchanges under the agreement 
are therefore unlikely to exceed the £85 millions in each direction originally con- 
templated. 
The British Commercial Minister in Buenos Aires, Mr. Keith Unwin, has 
declared that British producers of capital goods must be ready to extend wider 
credit facilities if they are to be able to compete effectively in the Argentine market. 


Australia 

The recent relaxation of import restrictions permitted imports to rise in the 
third quarter of the year to £A158 millions; in the corresponding quarter of 
1952, imports totalled only £A133 millions. Exports were also high in the third 
quarter at ¢A1g2 millions (compared with £A157 millions in the third quarter of 
1952), so that the surplus on the balance of trade reached_{A34 millions. 

There was a balance of payments surplus of £Aror millions on current account 
inthe year to June 30 last, compared with a deficit of {A585 millions in the previous 
vear. Merchandise imports fell by £A310 millions over the two periods, and exports 
rose by the same amount. 

The Governor of the Commonwealth Bank, Dr. H. C. Coombs, states, in his 
annual report covering the year to June 30, that the period was one of transition 
and adjustment in Australia. Inflationary pressures that developed in 1951-52 
were later reversed by the strong flow of imports and the consequent fall in the 
level of bank deposits and bank liquidity. Since the end of 1952, the report 
asserts, there has been a steady improvement in the balance of the economy and 
employment has reached a healthy level. 

The national income in 1952-53 was £A3,579 millions—1ro per cent. higher in 


‘money terms than In 1951-52. 








_ * News of United States banking appears in ‘‘American Review ” (page 311). Brief editorial 
discussion of particular items of international banking news appears in “‘A Banker’s Diary ’’ 
(pages 259-264 in this issue). 
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Austria 

The Government is to resume service in foreign currency on the Austrian 
International and other loans in 1954. Interest on the International Loan is to 
be paid at 4} per cent.; the new redemption date will be 1980 and a sinking fund 
will operate from 1959. Interest arrears will be met by Germany in respect of the 
years 1938 to 1945 and arrears since 1945 will be paid by the Austrian authorities 
—in the form of one year’s arrears on each interest date until 1962. 

Austria’s quota in the European Payments Union has been raised from $70 
millions to $95 millions, as its cumulative accounting surplus with the Union had 
already reached $74 millions by the end of September and the excess over the 
quota was payable fully in gold. The quota adjustment means that Austria will 
now have to extend up to $12.5 millions of additional credit to the Union. 


Belgium 

The Government has eased the regulations temporarily immobilizing part of the 
proceeds of exports to other European Payments Union countries. The regulations 
were imposed in 1951 in an effort to discourage Belgian exports to E.P.U. coun- 
tries at a time when Belgium’s credit balance with the Union was embarrassingly 
large. The proportion of export earnings to be frozen will be reduced by. 20 per 
cent. on average, and there will be further reductions in the “ retention quotas ’”’ 
during 1954 with the object of abolishing them altogether by the end of that year. 
The concessions apply to transfers of capital and interest to E.P.U. countries as 
well as to ordinary trade deals. 


Brazil 


The Finance Minister, Senor Aranha, has announced drastic changes in the 
currency and exchange controi regulations. The system whereby up to 50 per 
cent. of export proceeds could be sold at the free rate of over I00 cruzeiros to the 
pound (the official rate is £1 = 52 cruzeiros) has been replaced by a system of 
premia on the official rate. Coffee exports will be eligible for a bonus of 14 cruzeiros 
to the pound above the official rate and all other exports to a bonus of 28 cruzeiros 
to the pound. Control of imports by exchange licensing has been replaced by a 
complicated system under which exchange certificates will be auctioned in the 
open market. The certificates are divided into five categories, each eligible for 
the import of certain goods. The Bank of Brazil withholds 30 per cent. of its 
foreign currency proceeds for the settlement of commercial debts, and allocates 
the remainder to importers in the form of the exchange certificates, giving priority 
to certificates for the categories relating to more essential goods. Applicants are 
limited to a maximum of $10,000 worth of certificates on any one day. 

A preliminary agreement for the settlement of Brazil’s £63 millions of com- 
mercial debts outstanding to British exporters was signed in Rio de Janeiro last 
month. Brazil is to make an immediate initial payment of {10 millions (that it 
hopes to obtain from the International Monetary Fund), and annual payments— 
that started on October 1—of a minimum of {6 millions. But if Brazil’s sterling 
earnings in any one year exceed £35 millions this payment will be increased. 10 
per cent. of earnings between £35 and {£45 millions, 30 per cent. of earnings between 
£45 and £50 millions, 50 per cent. of earnings between {50 and £60 millions, and 
all earnings over £60 millions will go to increasing the debt service. Interest on 
the outstanding debt will be paid at 34 per cent. 


Chile 
The International Monetary Fund has approved a change in the par value of 
the Chilean peso from 31 to rro to the U.S. dollar. 
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The World Bank has granted Chile a loan of $20 millions to finance the con- 
struction of a paper factory and a chemical pulp factory. Chile has also obtained 
a temporary advance of $12.5 millions from the International Monetary Fund to 
tide it over the difficulties caused by the interruption of copper sales. 


Colombia 


The Government has authorized the establishment of a new bank, the Banco 
Catfetero, with a capital of up to 50 million pesos to be subscribed by the National 
Cofitee Kederation. The object of the new bank is stated to be the financing of 
the production and export of coffee and the support of other agricultural schemes. 


Ecuador 
The U.S. Export-Import Bank has increased an earlier credit to Ecuador for 
the finance of the construction of a new highway by $2.3 millions. The additional 
advance brings the total credit up to $5 millions. The credit bears an interest 
rate of 5 per cent. and is repayable in 15 years. 


Egypt 

The president of the National Production Council, Mr. Hussein Fahmy, has 
stated that the proposed Foreign Investments Law may be modified in order to 
encourage foreign capitalists to invest in Egypt. 

The Ministry of Commerce has drawn up a new industrial credit policy for 
submission to the National Production Council. The policy hopes to enable the 
commercial banks and the central bank to make more loans to industry, to reduce 
interest rates on industrial loans, and to increase the capital of the Industrial 
Bank so that it can borrow more widely. 


Eire 
The Eire Government has successfully launched a new national loan for {25 
millions, the largest operation of its kind the country has ever undertaken. The 
loan was issued at a price of {97 per cent., carries an interest rate of 4} per cent., 
and is redeemable between 1973 and 1978. 
The Minister of Finance has set up a committee to examine the effects of 
taxation on industrial production. 


Finland 


The Budget statement for the new fiscal year proposes a cut of Io per cent. in 
income-tax and reduces the tax on company profits from 38 to 32 per cent. The 
concessions were made possible by a reduction of 23 per cent. in Government 
expenditure. The Budget has thus been balanced at a level of 152,000 million 
Finnish marks. 


France 
The Prime Minister, M. Laniel, has rejected suggestions that the franc should 
be devalued. He emphasized the need to reduce the burden of public expenditure, 
and said that this would be the main task facing Parliament in the next session. 
The Budget deficit could be easily covered until mid-December, but might present 
difficulty after that date. 
The gold and foreign exchange reserves had risen to a level double that held 


in the early months of the year by the end of September. 


The French authorities have announced that the arrangements permitting 
French holdings of compensation funds derived from British nationalization 
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measures to be repatriated to France under a clearing arrangement have been 
suspended. The limit set in the agreement—which permitted the transfer of such 
funds to the same extent as British holders of franc funds derived from French 
nationalizations transferred their funds—is now said to have been reached. 

The Government has issued new decrees cutting the production tax on French 
or imported capital goods from 16 to 8 per cent. Ina further attempt to encourage 
investment, savings banks have been called upon to invest half their resources in 
house-building. 

The exchange retention schemes enabling exporters to dispose freely of 3 per 
cent. of their exchange earnings and, with some limitations, of a further 12 per 
cent. of dollar earnings have been modified. In future, exchange retained by the 
exporter can be used only for the import of specified essential goods. 


Germany 
Western Germany's quota in the European Payments Union has been raised 
by $50 millions to $700 millions. The quota was originally fixed at $320 millions, 
but it was raised to $500 millions in August, I1951r, and again to $650 muiilions 
in June, 1953. The object of the latest adjustment is still to help to solve the 
problem created by Western Germany’s continuing large surpluses in the E.P.U. 
The cumulative German surplus with E.P.U. reached $661 millions at the end 
of September and all additional surpluses were therefore fully payable in gold. 
Within the limit of the additional quota, any further German surplus will be 
settled one half in gold and one half in credit. 
The West German Government has announced its intention of permitting the 
transfer of current earnings on non-contractual assets acquired before July 15, 
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1431, or after September 17, 1953. Payments are already being made in respect 
of contractual assets that were covered by the London Debt Agreement. 

The relaxation of restrictions on transfers of current earnings and increased 
demand from firms undertaking new investment in Germany had raised the value 
of the blocked mark to DM. 15 = {1 by the middle of October—a post-war record. 

The Reconstruction Bank of Frankfurt has sought permission to raise a loan of 
DM. 100 millions for financing long-term export transactions. 


Iccland 


The International Bank for Reconstruction and Development has made a loan 
of $1,350,000 to Iceland to assist agricultural development. The money is being 
made available in various currencies. In addition, an advance of {90,000 is being 
made to finance the construction of a radio transmitter station to serve North 
Atlantic air traffic. Both loans were made to the Iceland Development Bank 
and were guaranteed by the Government. 


India 
The Finance Minister, Mr. Deshmukh, has given an assurance that the Govern- 
ment will not interfere with British investments in the country. India, he said, 
was lacking in capital resources and had to attract outside capital. He deprecated 
talk of confiscation in any form. 


Japan 

The International Bank has granted three loans, totalling $40 millions, for the 
finance of thermal electric development. The loans are at 5 per cent., repayable in 
twenty vears; they have been made to a government agency to be passed on to 
private firms. The World Bank requirement that assets of the Bank of Japan 
and other organizations be offered as collateral have been singled out for attack 
by the Bank of Japan. 

Japan's sterling shortage has not been solved by the recent relaxation of sterling 
area Import restrictions on Japanese goods. The country’s sterling balances have 
now declined below £25 millions despite their reinforcement by means of the 
London “ dollar swaps’. Arrangements are therefore being made for new dis- 
cussions on trade and payments with the British authorities. 


Kenya 

The Colony’s Financial Secretary stated in his half-yearly statement on the 
Colony’s finances that the country’s economy and finances had stood up to the 
strain of the Mau Mau emergency fairly well. Revenue in the first half-year of 1953 
was {0.7 million higher than in the same period of the previous year, but expen- 
diture showed a rise of £3 millions. The result was that the period closed with a 
deficit of £1.2 millions; a year before there was a small surplus. The cost of the 
emergency in the half-year was estimated at {1.8 millions. 


Turkey 
The Director-General of the Industrial Development Bank of Turkey—formed 
In 1951 to assist industrial progress by making money available to new enter- 
prises—has stated that the Bank had opened credits to a total value of 419s 
millions; it had in addition made investments totalling £T123 millions. New 


business opened during 1953 has been at a slower rate than in 1951 and 1952, and 


this was attributed to lack of funds. The bank is therefore seeking additional 
finance, 











318 THE BANKER 





Appointments and Retirements 





Bank of England 

The Queen has approved the reappointment of Mr. C. F. Cobbold as Governor of the Bank 
of England for a further term of five years from March 1 next. Mr. D. G. M. Bernard, the Deputy- 
Governor (who was on the boards of Matheson & Co. and other houses in the City before he 
became a full-time director of the Bank at the outbreak of war) is to retire at the end of February. 
Mr. H. C. B. Mynors, a director of the Bank and a former Fellow of Corpus Christi College, 
Cambridge, has been appointed as the new Deputy-Governor for a term of five years. 
Barclays Bank—Chelmsford, Local Head Office: Mr. H. E. Darvill, formerly manager of 24 
High St., Southend-on-Sea, to be district manager. Luton, Local Head Office: Mr. A. Bennett, 
formerly district manager at Chelmsford, to be district manager. Coulsdon: Mr. E. A. Kingsman, 
from Greenwich (East), to be manager. Fenchurch St. Station: Mr. R. Wasey to be manager, 
Greenwich (East): Mr.H.E. Killick, from Purley, to be manager. Leytonstone: Mr. H. C. Papworth, 
from Walthamstow, to be manager. Mincing Lane: Mr. T. Crosbie, from Fenchurch St. Station, 
to be manager. Strand, 73: Mr. L. M. Nowlan, from Tadworth, to be manager. Tadworth: Mr. 
K. A. H. Grove, from Marble Arch, to be manager. Westcombe Park: Mr. W. R. Worton, from 
South Kensington, to be manager. Birmingham, New St.: Mr. A. B. Measures, from Colmore 
Row, to be manager. Bournemouth, Holdenhurst Rd.: Mr. E. J. Allnatt, from Littlehampton, to 
be manager. Holbeach: Mr. K. F. Hubbard, from Boston, to be manager. Littlehampton: Mr. 
H. C. Trump, from Chichester, to be manager. 
Lloyds Bank—Head Office—Chief Inspector's Dept.: Mr. W. S. Davis, from St. James's St., and 
Mr. T. T. Roberts, from Pontypridd, to be inspectors. Bristol, Clifton: Mr. J. H. Lugg, from 
Avonmouth, to be manager on retirement of Mr. M. L. Hambling. Chepstow: Mr. W. D. R. 
Smith, from Worcester, to be manager on retirement of Mr. A. A. K. Rudd. Marlborough: Mr. 
C. M. Smith, from Shipston-on-Stour, to be manager on retirement of Mr. D. R. M. Gladwin. 
Morriston (also Clydach): Mr. I. Davies, from Swansea, to be manager. 
Midland Bank—Lozndon—Poultry and Princes St.: Mr. E. O. Baker to be manager on retirement 
of Mr. E. G. Steel; 281 Chiswick High Rd.: Mr. R. C. Ashwood, from Coleman St. and Moorgate, 
to be manager on retirement of Mr. W. H. Bailey; Chelsea, 30 King’s Rd.: Mr. H. A. Webb, 
from Ludgate Hill, to be manager in succession to Mr. E. H. Baylis; Queen’s Park: Mr. J. E. H. 
Nickell to be manager on retirement of Mr. F. H. Woodward; Wimbledon Broadway: Mr. W. B. 
Plackett to be manager in succession to Mr. E. G. Catchpole. Birmingham, Foreign Branch: 
Mr. E. |]. Turner to be manager on retirement of Mr. F. R. Austin. Dawlish: Mr. F. A. Power 
to be manager in succession to Mr. F. A. Featherby. Mexborough: Mr. J. Radge, from Grimsby, 
to be manager in succession to Mr. A. L. Morte. Sheffield, Hillsborough: Mr. A. L. Morte, from 
Mexborough, to be manager on retirement of Mr. A. E. Booth. Twickenham: Mr. E.G. Catchpole, 
from Broadway, Wimbledon, to be manager in succession to Mr. G. J. E. Wells. Warminster: 
Mr. J. M. H. Mimmack, from Guildford, to be manager on retirement of Mr. W. G. Goodman. 
National Provincial Bank—Fitzvoy Sq.: Mr. C. S. Way to be manager on retirement of Mr. 
E. F. Murphy. Walthamstow: Mr. V. Ellis, from Southwark, to be manager on retirement of 
Mr. G. J. Hughes. Sbevhill-on-Sea: Mr. S. G. Hannaford, from Paignton, to be manager. Bristol, 
Filton: Mr. J. D. Evans, from Chesterfield, to be manager. Dewsbury: Mr. A. Mortimer, from 
Heckmondwike, to be manager on retirement of Mr. J. E. Kettlewell. Dolgelley: Mr. G. R. 
Pritchard, from Llanfyllin, to be manager. Dursley: Mr. E. R. Underhill, from Faversham, to 
be manager on retirement of Mr. W. Smith. Heckmondwike: Mr. F. A. Rawlinson, from Keighley, 
to be manager. Melton Alowbray (constituted a full branch of the Bank): Mr. G. M. Tyler to 
be manager. Neath: Mr. I. S. Stephens, from Filton, Bristol, to be manager on retirement of 
Mr. M. F. George. Nuneaton: Mr. W. G. Humphreys, from Westgate, Huddersfield, to be manager 
on retirement of Mr. C. G. Ball. 
Westminster Bank—Head Office: Mr. S. D. Horton, manager at Gillingham, Kent, to be an 
inspector of branches. Barnet: Mr. 5S. J. Osborne, from Potters Bar, to be manager on retirement 
of Mr. S. G. Moyes. Clacton-on-Sea: Mr. G. K. Ditchfield, from Frinton-on-Sea and Walton- 
on-the-Naze, to be manager. Colchester: Mr. J]. M. Wright, from Clacton-on-Sea, to be manager 
on retirement of Mr. W. H. Barter. Frinton-on-Sea and Walton-on-the-Naze: Mr. R. E. Green, 
from Shenfield and Hutton, to be manager. Hendon: Mr. E. C. Bilborough, from Kingston- 
on-Thames, to be manager. Highgate: Mr. E. R. Humphreys, from Berners St., to be manager. 
Ilkeston: Mr. L. J. C. Vasey, from Mansfield, to be manager. Atlbuyn: Mr. J. H. Routs, 
inspector of branches, to be manager. Kingsland: Mr. V. C. Thompson, from Stamford Hill, 
to be manager on retirement of Mr. F. B: Woods. Leeds, Chapel Allerton, Headingley and Yeadon: 
Mr. T. A. Healey, M.M., to be joint manager. Moorgate: Mr. J. E. W. L. Chapple, from Hendon, 
to be manager. Stamford Hill: Mr. S. L. Fowler, from Tottenham, to be manager. Tottenham: 
Mr. W. G. Bennett, from Chancery Lane and Holborn, to be manager. Widnes: Mr. H. P. 
Joinson, from Doncaster, to be manager on retirement of Mr. J. E. Parry. 
Williams Deacon’s Bank—Mr. Rudolph E. F. de Trafford, O.B.E., has been elected to a seat 
on the Board. 
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Banking Statist 
Trend of “ Risk” Assets 
; (Figures in italics show percentages of gross deposits) 
Actual Change in: Advances plus Investments 
({mn.) ({mn.) Ratio 
Oct., Nov., Dec.-Aug., Sept., Oct., July, Aug., Sept. 
y 1951 1951 1951-53 1953 1951 1953 1953 1953 
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“ Trend of Bank Liquidity 
yer 195! 1952 1953 
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* ash, call money and bills. f Eve of ‘‘new” monetary policy. } After second Funding. 
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Association. 


+ Date of first classification in new post-war series. 


* Including all members of British Bankers 











BANKING STATISTICS 








National Savings 


(£ millions) 
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Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net) Small (met) (net) (net) Small 
1952 Jan. 0.2 — 4.0 7. 3.7 
1950 I .. -—-5-5- 9-1 36.6 .0 ~ rt aid ig i 
i... ~@0.8- 646 6.4 — 14.1 po J°7 ii a vik 
III -13.6 - 7.5 - 2.4 - 23.5 Sine Se oa _— 7 
IV > re _ _ aa May - = 3.56 -II.O0 -—- 5.60 — 21.0 
2.2 4.3 0.2 . 
Jume.. -—1.5 - 7.2 -— 4.2 — 12.9 
July ~ 3:7 ~ 7:7 86.3 ~ 29.7 
(951 ‘I o7.9 .9 5.3 -Si:7 Aug. ... -— 0.9 -10.2 3.1 — 14.2 
il 15.3 - 0.1 — 28.9 —- 13.7 Sept. .. 6.1 6.6 — 3.5 9.2 
IIl 1.0 — 10.3 - 11.5 — 20.8 Cee. «. 2.9 I.O 2.0 5-9 
IV — O.I — 21.4 - 1.0 — 22.5 OY. .. 2.8 -—- 2.1 —5.6- 4.9 
Dec. I.g —- 2.1 -30.9 — 3I.I 
1952 +I 5-6 — 27.2 15.3 -— 6.3 t953 se oon ~ ann _— Age 
I ~ 7.9 —25.9- 4.4 — 38.2 Mar. sea 50 As. I 
III 1.5 — I1.3 — 24.9 — 34.7 poe Oe a 
IV Si. Se a Oh ok Oe April .. 4.8 —-6.7 —-3.8—- 5§.7 
/ 3 34-5 — 3 May .. 2.8 -— 8.6 -11.7 - 17.5 
jane .. lt ~468 =6:2— @.1 
1953 ~‘I 19.6 — 16.3 2.4 5-7 July 0.6 — 3.9 20.5 25.0 
ae 8.8 — 19.4 — 21.7 — 32.3 Aug. .. I.4 — 2.8 -— 1.0 a; 
| a 1.6 — 11.2 — 15.1 — 24.7 Sept. .. 0.8 -— 4.5 6.4 259 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 
Surplus (+) or Deficit (— ) Financed by : 
-——_——— Reserves 
With With Net American Special Change at end of 
Years and E.P.U.* Other Surplus or Aid Creditst in Period 
Quarters Areas Deficit Reserves 
1946 ~ — — gos ~-— 1123 +- 220 2696 
1947 — — —4131 — + 3513 - 615 2079 
1948 = ~- —1710 682 805 —- 22 18506 
1949 — = —1532 1196 168 — 168 1688 
1950... - r J 791 +- 805 762 + 45 +1612 3300 
I95I_i««j -. -EE2 — 870 — 988 199 —- 170 — 965 2335 
1952 .. .. -—276 — 460 — 736 4258 - I81 —- 489 1846 
1952 : 
m_ .. —219 — 417 - 636 I = — 635 1700 
ss -. —143 - 73 — 216 201 _— —- 15 1685 
ie —<_ =H - 6 — 133 133 --- — 1685 
IV +213 + 36 + 249 93 - 8s + 161 1846 
1953 : 
+ 95 + 119 + 214 106 —~ + 320 2166 
II + 42 + 98 + 140 61 ~- + 201 2367 
July... . + 51 + 53 36 — + 89 2450 
August .. .. - 6 Nil - 6 19 - + 13 2469 
pt. ae 7,’ + 4 —- I! 28 -- 17 2486 
_ ae .. —- 19 55 + 36 83 - + 119 2486 








* Portion of monthly deficit or surplus settled in gold (in month following each accounting 


period). 


t Comprising $4,909 millions from U.S. and Canadian credits in 1946-50; $420 millions from 
the I.M.F. in 1947-49; and $325 millions from the South African gold loan of 1948. The annual 
service charges on the U.S. and Canadian loans paid in December of I951 and 1952 are 


included as a debit item. 











THE BANKER 








Banking Trends over Thirty Years* 
“ Risk ”’ Assets 





Liquid Assets — 
Net Invest- Combined 
Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: {mn. £mn. % £mn. £mn. 





192I 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
I95I 
1952 
1951: 


/O 
1,759 680 38 


1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 
1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 
2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,55! 
4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 


658 
581 
545 
539 
532 
553 
584 
568 
596 
560 
OI! 
668 
576 
623 
692 
713 
683 
672 
648 


37 
35 
33 
32 
32 
32 
33 
32 
33 
32 


Oct. tf vr 5,981 
Nov.f .. 5,973 
1952: 
June a 5,817 
July oa 5,844 
August .. 5,868 
Sept. ‘a 5,927 
Dec. a 6,154 


oO 


oe 


NNN py N 
WW N jy mf 


Nm nm Day O 
“SJ ~J wi wi 


325 
391 
356 
341 
286 
265 
254 
254 
257 
258 
301 
348 
537 
560 
615 
614 
643 
652 
637 
608 
666 
894 
1,069 
1,147 
1,165 
1,156 
1,345 
1,474 
1,479 
1,505 
1,505 
1,624 
1,983 


1,555 
2,033 


1,917 
1,917 
1,918 
I,g2I 
2,148 


833 
759 
761 
808 
856 
892 
928 
948 
991 
963 
919 
844 
759 
753 
769 
839 
865 
954 
976 
9gI 
955 
858 
797 
747 
750 
768 
888 
1,107 
1,320 
1,440 
1,603 
1,822 
1,838 


1,897 
1,925 


1,860 
1,823 
1,755 
1,748 
1,749 


59-9 
60.4 


1953: 
July a 6,014 2,215 5-5 2,140 1,730 61.9 
August... 6,041 2,298 ».8 2,140 1,676 61.2 
Sept. — 6,095 2,366 37.4 += 2,137 1,662 60.1 
* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Bank statements immediately before and after the launching of the ‘‘new’”’ monetary 
policy and the first special funding operation. 





Floating Debt 
Oct. 18, Sept. 19, Sept. 30, Oct. 10, 
1952 1953 1953 1953 
Ways and Means Advances : {m. #m. fm. {m. 
Bank of England va - --— - 
Public Departments .. - 288.0 280. 273-4 245-9 
Treasury Bills : 


Tap b4348.1 


4636.1 


—_—— 


Oct. 17, 


4803.1 


5070.5 


* In consequence of official purchases of tender bills in connection with the cash subscriptions 
to the new Exchequer stock, it is impossible to calculate the division between tap and tender 
bills until all the bills purchased have passed their original maturity date. 
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